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ARNOLD H. MAREMONT 


The Dangers of Corporate 


Activity in Politics 


As a business man with an active in- 
terest in politics I have learned, by 
experience, that political action carries 
its own rewards in the good men and 
good causes supported, without regard 
to the reward of office. This is true of 
any political party or action. Despite 
my deep personal concern with this 
issue, it is my conviction that business 
ought, for its own good, to stay out 
of politics. 

I favor the widest possible partici- 
pation in politics on an individual 
basis, for when it becomes the prov- 
ince of the elite few our system is in 
danger. It is when corporations begin 
running political classes, conducting 
political schools, and urging that their 
executives enter the political arena to 
expound the corporation viewpoint 
that I become deeply fearful of the 
consequences. 

The contest over business’s part in 
politics has been going on since Jeffer- 


Individual participation in public 
affairs: the only safeguard against 


a new kind of machine politics 


son and the Physiocrats rebelled 
against the Hamiltonian concept that 
politics and government should serve 
primarily the causes of business in- 
terests. In three distinct periods of our 
history, the Hamiltonian concept has 
held sway, and in each instance busi- 
ness wound up paying a heavy price 
for corporate political activity. 

In the first period the Bank of the 
United States flourished, buying and 
bribing its way to influence and power 
over people. The Jacksonian revolt, 
which shattered the bank, produced the 
most profound shocks to the business 
community. 

The second period followed the Civil 
War when the Jay Goulds, the Jim 
Fisks and other manipulators played 
high, wide, and handsome with the 
railroads, oil companies, banks, secret 
rebates, and political influence which 
extended into the White House. Ulti- 
mately, they got the Stockyards Act, 
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the Interstate Commerce Act, the Pujo 
investigation of the “money trust,” 
the Sherman Act, the Clayton Anti- 
Trust Law, and Federal Reserve regu- 
lation of banking and credit. 

The third period occurred after 
World War I when Warren G. Hard- 
ing’s “return to normalcy” ushered in 
an era of unconcern toward the social 
effects of excesses or breaches of trust 
in the business community. These ex- 
cesses resulted in the Securities and 
Exchange Act, the Public Utilities 
Holding Company Act, creation of the 
Tennessee Valley Authority and the 
Rural Electrification Administration, 
strengthening of the Interstate Com- 
merce laws, rewriting of the Railroad 
Act, and a host of other New Deal 
regulations of business. 

With these events as background, it 
seems patently clear that this present 
campaign to inject business—as busi- 
ness—into politics is ill-conceived, ex- 
tremely dangerous, a violation of our 
sound democratic system, and, even 
worse, perhaps illegal. These pressures 
are leading us not into the clear light 
of a congenial climate for business, but 
into a murky, grey area of potential 
catastrophe. The brief history which I 
have just cited should be adequate to 
warn business against becoming em- 
broiled in politics again. The record is 
clear that business, in the long run, 
gains nothing. 


THE FUNCTION OF BUSINESS 


Government exists to assure to the 
individual life, liberty and the pursuit 
of happiness: these terms mean safety 
of person, the traditional freedoms of 
speech and worship, equal opportunity, 
and more recently (since the passage 


Winter 


of Social Security and the Employment 
Act of 1946) a job while one can work, 
and security when one is old. On the 
other hand the corporation’s responsi- 
bility is not primarily to all people; it 
must use wisely its investors’ money, 
produce goods and earn a fair profit, 
treat its employees humanely and show 
a just concern for the general welfare. 

The areas where the purposes of 
government and business coincide have 
been expanding, it is true; but wide 
gaps between them are still evident. 
For that reason, business frequently 
resists purposes and programs which 
political government has determined 
to be in the public interest. The busi- 
ness interest is often much narrower 
than the public interest. Business’s 
viewpoint is directed to how a proposed 
program will affect the private profit 
interest. Its viewpoint is narrowed by 
its own immediate concerns. There- 
fore, in the past, business has fought 
against the enactment of the Pure Food 
and Drug Act; the Clayton Anti-Trust 
Act; the Tennessee Valley Authority; 
Social Security; the Publie Utilities 
Holding Company and Securities and 
Exchange Acts; the minimum wage; 
workmen’s compensation, public hous- 
ing, federal power regulation, the re- 
ciprocal trade programs and many 
other public policies. 

It would be interesting to speculate 
as to where we would be today if busi- 
ness’s opposition to these public in- 
terest measures had prevailed. I ven- 
ture the opinion that we could not 
function without them. 


The Legal Entity 


The corporation is not a political 
entity, it is a legal entity. It was never 
intended to be a political entity. It is 
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wholly different from the human en- 
tity, which is the foundation stone of 
our Declaration of Independence and 
our Constitution. My reading of these 
documents—particularly Sections 8, 9, 
and 10 of Article I and all of the 
Amendments—does not find the word 
corporation once used. Corporations 
were vested with “personality” by a 
twist given to the language of the 14th 
Amendment by conservative majorities 
of the Supreme Court in their inter- 
pretation of the words “nor shall any 
State deprive any person of life, liber- 
ty, or property, without due process 
of law.” The Supreme Court, not the 
Constitution-makers, said that meant 
corporations, too. 


The Marxist Implication 


Let us consider briefly the Marxist 
implications of business in politics. The 
materialistic ideology of Communism 
uses economic determinism to inter- 
pret all that is significant in life. With 
this philosophic base, its political 
framework, designedly, is totalitarian 
—as it must be in order to direct, 
shape, and control economic forces. 

Those who would project the cor- 
poration into politics, I submit, are 
playing directly into the hands of eco- 
nomic determinism. Once you get the 
modern corporation, as such, hopeless- 
ly enmeshed in politics, you are well 
on the way to economic determinism. 
Inevitably, as in Russia, this leads to 
totalitarianism, the destruction of a 
free political heritage, prostitution of 
free citizenship and democratic prin- 
ciples. All of history testifies to this. 
For this reason, the separation of busi- 
ness—as business—from politics is as 
important to our political health as the 
separation of church from state. 


In the Soviet Union economic de- 
terminism holds the factory and the 
factory worker, the collective farm and 
its operators in an iron grasp, with 
everything geared to the material bene- 
fit which the state may reap from the 
production of goods and money wealth. 
This system violates all moral con- 
cepts of total good and human values. 

We shall fall into the same determin- 
istic trap if we allow the projection of 
the corporation into politics. If this 
should happen, it would not be long 
until, as in Russia, we should all accept 
the word from on high, and discover 
that we had given a total negation to 
the concept that man is many person- 
alities of which the business man is 
only one. It is extremely short-sighted, 
self-defeating and critically dangerous 
to encourage such a project. 


CORPORATE POLITICAL 
ACTIVITY 


Why do corporations want to engage 
in political activity ? One reason is that 
the hope of keeping government out 
of business is illusory, and therefore 
it becomes necessary to influence gov- 
ernment for business. Another is the 
sometimes hysterically expressed need 
for a counter-force to the activities of 
labor in government. 

The frenzied shouting over Welfare 
Statism, New Deal, Fair Deal, and 
other political slogans has drowned out 
even a whisper about the life-and- 
death decisions being resolved for all 
of us in Washington. 


Questions for Management 


Those who would involve business 
institutions in politics need to answer 
several questions. 
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e Under the law it is well estab- 
lished that a corporation cannot do in- 
directly what it is forbidden to do 
directly. How then, being forbidden 
to contribute money to political cam- 
paigns, can a corporation legally per- 
mit its employees, on company time 
and paid by company funds, to act as 
polls watchers, vote-getters, precinct 
captains and such? 


e If business, as business, gets into 
politics, how can it prevent the develop- 
ment of those. very factions which 
Madison described in the great tenth 
Federalist Paper: ‘‘a landed interest, a 
manufacturing interest, a moneyed in- 
terest, with many lesser interests’? 
Who would settle the policy contests 
when all of these interests began their 
inevitable struggles for supremacy in 
government? 


e If a business organization enters 
the political arena, who chooses the 
party which will be favored with its 
support? The directors, the sharehold- 
ers, the chairman of the board? Where 
does it find authority to use sharehold- 
ers’ money for such purposes? 


e Will not the employees who be- 
long to different organizations, unions, 
or political parties develop a profound 
antagonism for the corporation’s po- 
litical activities? Seeing the-officers use 
company funds and time for political 
action, will they not sharpen their own 
demands and opposition? 


e What will be the effect upon the 
customers of the corporation who, in 
turn, are of many political persua- 
sions and interests: property owners 
and renters, union members and white- 
collar workers, protagonists or antag- 
onists of a myriad of contesting causes 
and ideas? 


Winter 
POLITICAL EUNUCHISM 


The American people will, with com- 
parative equanimity, accept bigness in 
our corporations. A. A. Berle, in his 
Fund for the Republic study, Economic 
Power and the Free Society, reports 
that 50 percent of American manufac- 
turing is held by 150 corporations; and 
two-thirds of the economically produc- 
tive assets of the nation—excluding 
agriculture—are held by 500 corpora- 
tions. Business firms have become so 
big that they ‘“‘can be thought of only 
in somewhat the way we have hereto- 
fore thought of nations,” Mr. Berle 
states. Most people are not greatly dis- 
turbed by this. But try to tell them 
that what is good for General Motors 
is good for the country, and you have 
a real row on your hands. 

Is it inevitable that our heritage of 
democratic politics be lost while we 
give lip-service to it and perfect our 
manufacture of the organizational 
man? This man, as William H. Whyte, 
Jr. and David Riesman have shown in 
their studies, is not particularly suited 
to bold imagination, bold thinking, bold 
concepts of the public welfare, and 
mass cooperative action and leadership 
on the political stage. 

George Romney of American Motors 
recently commented on this problem in 
strong language: 

We have corporate executives and white-col- 
lar employees who have become political 
eunuchs and who have substituted corporate 
citizenship and the hope of economic advance- 


ment for their priceless heritage of independ- 
ent political action. 


Andrew Hacker of Cornell Univer- 
sity, in his paper, “Politics and the 
Corporation” says: 


The Corporation has certainly not set out to 
weaken the foundation of democratic politics, 
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but its growth as the characteristic institu- 
tion of our time is having this consequence. 


The Corporation Man, Mr. Hacker 
points out in his remarkable paper, 
ordinarily does not own property. He 
is highly mobile, shifting from one 
section of the country to another. He 
tends to substitute corporation virtue 
and corporation thinking for civic vir- 
tue and ardor. He is careful to do and 
say the things that will be found pleas- 
ing to his superiors and that will lead 
to his promotion. He will participate 
in such safe ventures as the American 
Red Cross and Community Fund 
drives, not necessarily because of per- 
sonal zeal, but because “the company 
expects it.” 

It would be wrong to say merely that the 
middle-class corporation employee is afraid 
to join in [says Mr. Hacker]; it is rather 


that he has neither the interest nor the in- 
clination to identify himself with politics. 


The middle-class, in divorcing itself from 
politics and in making itself dependent on the 
largesse of corporate institutions, has weak- 
ened itself immeasurably. If a crisis arises, 
even a relatively mild one, can we be sure 
that this group will continue to adhere to 
democratic values? 


Erasure of Personality 


Parenthetically, it should be ob- 
served that studies of the new sub- 
urbia, where the organization man 
mostly resides, show, according to 
Hacker, that 
the incidence of neurosis, the conflict in 
values, and the feeling of helplessness are 
endemic; a sense of isolation and powerless- 
ness is having profound social and psycho- 
logical effects on the members of the middle 
class. 

These are not qualifications for suc- 
cessful participation in politics. Cor- 
poration thinking and _ corporation 
training destroy the very imaginative- 
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ness and bold action that are so often 
required in politics. Alan Harrington 
states in his book, Life in the Crystal 
Palace: , 


Once upon a time free enterprise invoked the 
principle of the survival of the fittest. Today 
at the Crystal Palace we have the survival 
(or rather the promotion) of the most im- 
itative.... 

In surveying his team, almost any executive 
is going to appraise it so that the men below 
who might challenge his method of doing 
things will be put in their proper places. . . 

I suspect that most jobs in a corporation and 
elsewhere can be mastered in a few months, 
or at any rate in a year or two. What cannot 
be learned that quickly is the corporation 
minuet—the respectful dance with the right 
partners. The watchful corporation man 
gradually finds out who is important and who 
is not, what is acceptable and what is not, 
what type of project will advance his for- 
tunes and what is not worth bothering about. 
Experience for him mainly adds up to learn- 
ing how to behave. The secrets of gauging 
and responding to the power of others—super- 
imposed on a normal intelligence—will move 
him slowly upward. 


Authors Whyte and Riesman have 
drawn graphic pictures of the nature 
of the Corporation Man, the erasure 
of his personality, his avoidance of any 
semblance of controversy such as is 
the life of politics, his removal from 
the individuality, experimentation and 
non-conformity which is also the life 
of politics. Such men avoid that which 
may interpose elements of controversy 
between themselves and their superi- 
ors. 


Former Vice-President 


Suppose that Company X is politi- 
cally active through Raymond Jones, 
its first vice-president. Suppose Mr. 
Jones is, in due time, inspired with 
the public interest and wants to run 
for governor, not without excellent 
prospects of success. Suppose that he 
strongly believes in a better school 
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system, better teaching facilities, and 
more adequate pay for teachers. Sup- 
pose that he proposes to raise the 
money for better schools by increasing 
corporation franchise or profits taxes. 
What do you think will be the attitude 
of Company X? And if Mr. Jones per- 
sists, how long do you suppose he will 
be first vice-president of Company X? 

The corporation executive is not go- 
ing to make his political activity an 
area of controversy with his chiefs. 
What they decide to espouse may or 
may not be good for the company, or 
for the public interest, but they write 
his pay checks, and it is not up to him 
to bite the hand that wields the pen. 

Is it necessary that we accept the 
corporation as our characteristic in- 
stitution and develop a mold which 
shapes a pallid, faceless human of our 
middle class employee, substituting im- 
personal corporate interest for person- 
al interest? I do not believe the problem 
is that desperate. 


Death Struggle? 


I do not believe that labor and man- 
agement are locked in a death struggle. 
Their concerns are, of necessity, differ- 
ent. Management is charged with 
maintaining maximum earnings, that 
portion which comes from sales and 
which is left after all costs are paid 
out of dollars which the consumer, the 
third party in the triangle, has spent. 
We business men seem to be doing very 
well under the competitive pressures, 
and the fact-finding and regulatory 
bodies set up to protect consumer, in- 
vestor, and management. Labor is 
charged with getting the best deal it 
can on wages and working conditions. 


Winter 


Responsible union leaders do not 
argue that labor ought to engage in 
politics for the purpose of clobbering 
business. Conversely, anyone who ar- 
gues that business must get into poli- 
tics in order to take a fall out of labor 
is doing a distinct disservice to him- 
self, his corporation, and his country. 


RIGHTS OF THE INDIVIDUAL 


Our democratic system protects the 
individual’s right to exercise his fran- 
chise freely and secretly. The emphasis 
is on the human rather than the legal 
being. We vote as men, not as employ- 
er, employee, father, homeowner, rent- 
er, or tax-payer. Classify us as you 
will, code us, punch us into cards, write 
us into impulses in Univac—we will 
emerge as human beings, enjoying and 
exercising our right to be different, 
which is the great force of life as re- 
marked by Michel de Crevecoeur near- 
ly two hundred years ago. 

I agree completely with the state- 
ment of industrialist Thomas J. Wat- 
son: 

All great questions of politics and economics 
come down in the last analysis to the decisions 
and actions of individual men and women. 
They are questions of human relations, and 
we ought always to think about them in terms 


of men and women—the individual human 
beings who are involved in them. 


The modern corporation, equal in 
size and power to many of our states, 
as Berle has shown, is not set up to 
think or act in terms of individual men 
and women. In fact, it serves to re- 
press and stifle individuality and other 
qualities that are essential in politics, 
as witness the findings of Whyte, Ries- 
man and Harrington. A corporation is 
an amalgam of a great many person- 
alities, divided into categories of im- 
portance, directed from the ton by 
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persons who have prejudices as violent 
as you will meet anywhere. They are 
the ones who have set out to provoke, 
to stimulate, and to get going these 
campaigns to put business into poli- 
tics. They are not men without judg- 
ment; they have a lot of judgment, and 
they know exactly what they are after. 
Let no one be deluded by the argu- 
ments they advance. 


Infliction of Views 


As individuals, these men have every 
right—as does any employee—to har- 
bor the opinion they cherish as citi- 
zens of a free democracy. They can be 
as enlightened or benighted as their 
nature and their minds permit, but 
they have absolutely no right to use 
corporation machinery, corporation 
money, and corporation personnel to 
inflict their views upon other individ- 
uals or upon the community. 

Under our system, the one time when 
man is absolutely free is when he en- 
ters the polling booth; but he is not 
free if he is told by the corporation 
which employs him to go out and ring 
doorbells, make speeches, distribute 
literature and propagandize the cor- 
poration views. No company has the 
right to use its economic power and 
job influence to dragoon its members 
into political action. 

The argument that corporations can 
conduct company classes in politics 
and public service without influencing 
the personal views of employees or ex- 
ecutives is naive in concept, or it is 
simply not realized that such influence 
is as pervasive as the pressure of the 
atmosphere. Actually, the corporation 
is training the executive to teach the 
corporate viewpoint. The assertion 
that these courses are directed toward 


“local politics’—that is, toward the 
aldermanic races and similar small- 
fry offices where party labels and 
ideological designations play no part 
—is false and misleading. 


Political Effectiveness 


To be politically effective, an em- 
ployee has to begin by affiliating with 
some party. There is no other way of 
doing the job. He then becomes the 
protagonist of the whole general ide- 
ology and orientation of his party. 
Party labels do mean something; they 
mean very much to the men who head 
the corporations. As Professor Stephen 
K. Bailey points out in his fine study, 
The Condition of our National Political 
Parties, there is a difference: 


The Democratic party basically is a party of 
innovation, with a “pro-government” bias. 
The Republican party is an essentially con- 
solidating party with a limited-government 
bias. 


THE CORPORATION AXE 


The corporation employee who is 
projected into politics faces, quite 
often, the problem of submerging his 
own political convictions, because eco- 
nomically he cannot afford to be open- 
ly unsympathetic toward the policies 
and purposes of the corporation. When 
a corporation “teacher” asks his po- 
litical class: ““How did your Congress- 
man vote on the right-to-work bill?” or 
“How did your Senator vote on Recip- 
rocal Trade?” the so-called students 
will not be oblivious to the political 
implications and bias in such ques- 
tions. No one should be misled as to 
any altruistic purpose in such classes. 
The corporation, as such, has no ide- 
ological desire to render selfless and 
perhaps sacrificial public service. It 
has an axe to grind. 
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That axe is the desire to advance 
the business ideology of the particular 
corporation by projecting the hired 
hands into political party action, after 
they have been sufficiently indoctrin- 
ated in the classes. Many companies 
have decided that what is wrong with 
the world is that their executives are 
inactive in politics, or, if active, do 
not identify themselves and propound 
the corporate viewpoint in party coun- 
cils. They want to inject the views, 
prejudices, and opinions of manage- 
ment into political considerations. 


Legitimate Means 


There are ample means of getting 
the business viewpoint across without 
entangling business, as business, in 
politics. There are the advertising pag- 
es and radio and television time which 
can be bought; there are such special 
service and special cause groups as 
the American Medical Association, 
United States Chamber of Commerce, 
Farm Bureau Federation, National As- 
sociation of Manufacturers, AFL-CIO 
and a thousand others engaged in pro- 
moting and advancing special view- 
points and policies. Finally the edito- 
rial pages of most of our magazines 
and newspapers are generally sympa- 
thetic to the business viewpoint. I do 
not feel, as a business man, that I am 
foreclosed on all sides from getting the 
business viewpoint before the public. 

If corporations want their execu- 
tives to be trained in politics they 
should let the schools and colleges do 
that job. Why don’t they take the funds 
they spend on company classes, turn 
them over to a college, and let the col- 
lege teach political courses for execu- 
tives? Most colleges would welcome 
the opportunity, but the corporations 
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run their own classes because they 
want to control what is taught. 

If a company wants to encourage 
political participation, let it contribute 
to the American Heritage Foundation, 
a tax-free organization which is con- 
cerned with political education and 
getting out the vote. Many corpora- 
tions do not take this course because 
they want to inject the corporation 
viewpoint into whatever political ac- 
tivity they undertake. 

Such companies do not want free- 
handed, independent political action. 
They want their kind of political ac- 
tion. If an employee insists upon work- 
ing politically and voting as a home- 
owner and father who believes in 
liberal policy, liberal aid to education, 
and taxes to support such programs, 
what chance does he have in a corpora- 
tion whose top executives despise such 
programs? The only personality re- 
tained by the man who works for a 
large corporation is his political per- 
sonality as a human being. And when 
you inject his employment into this 
totally personal area, you have de- 
stroyed his lest vestige of personality. 

For the most part, corporations are 
doing well. It seems to me they ought 
to be willing, politically, to let well 
enough alone. I have shown that on 
every occasion when business plunged 
into politics, it brought upon itself 
more government control and regula- 
tion. Already thrice-burned in such 
processes, business ought to be ex- 
tremely wary of the current Get-Into- 
Politics campaign. 


Outrageous Donations 


It is equally outrageous for corpora- 
tions to establish foundations through 
which they dole out money as gifts to 
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universities and colleges. Such dona- 
tions, in too many cases, represent an 
effort by the directors to insert their 
views and the corporation policies into 
the educational processes, where they 
do not belong. This procedure is bad in 
principle, bad for education, and bad 
for the company. There is now far too 
much corporation and government in- 
fluence in education through the issu- 
ance of grants, donations, and research 
allowances. 

How much better it would be if cor- 
porations turned over political educa- 
tion to colleges and universities and 
paid the costs for those who volun- 
tarily attended the classes. It would be 
best if a central agency were estab- 
lished to which (and only to which) 
corporations might make educational 
donations. Such an agency would then 
pass the funds along to the colleges and 
universities that need them, without 
passing along at the same time a large 
dose of corporation influence and 
policy. 


Invasion of Rights 


It is eyewash to contend that the 
political activities of the Chamber of 
Commerce or of a corporation are 
patriotic, democratic efforts on a non- 
partisan basis. No one believes this for 
one minute, least of all the executives 
themselves. 

Company classes on company prop- 
erty, whether conducted by company 
executives or others, are a serious in- 
vasion of individual rights, and the 
invasion is even worse when it in- 
volves an employee’s inviolable right 
to do and think politically as he pleas- 
es. The very fact that a person may 
decline to attend such classes is taken 
as an indication that he is out of sym- 


DANGERS OF CORPORATE ACTIVITY 15 


pathy with corporation policy. And 
then the tab goes up on his personnel 
file and he is a “marked” man there- 
after—the undependable maverick. 

There is strong approval of my views 
among executives of many different 
corporations. I expressed such opin- 
ions recently at a meeting of the Amer- 
ican Management Association in New 
York. Since then I have been over- 
whelmed with letters, 99 percent of 
which agreed with me. I have talked 
with many business executives up to 
the vice-presidential level, and always 
they say, “We agree with you a thou- 
sand percent, but we are not in a posi- 
tion to do anything about this in our 
company. We have to do as we are 
directed.” This is the “survival of the 
imitative” that Harrington writes 
about. 


NON-PARTISAN 
IRRESPONSIBILITY 


So-called non-partisanship in com- 
pany policy is a fallacy. If there is no 
difference in the ideologies of the par- 
ties—if it is a case of Tweedle-dum 
and Tweedle-dee—then why all the 
shouting, the teaching, the corporate 
exertion for political action? I have a 
profound distrust of “non-partisan- 
ship” and it comes from personal ex- 
perience. In Winnetka, Illinois, a part 
of Chicago’s Suburbia, we turned vil- 
lage affairs over to the non-partisan 
village caucus and let the caucus pick 
our Officers. We were going to let Big 
Brother do the job. Big Brother chose 
a group of village officers that prompt- 
ly tried to give away the municipal 
light plant to the private utilities. We 
enjoined them in court and then beat 
them in an election in order to keep 
the plant. This is what you get when 
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you don’t have democratic processes 
working through responsible political 
parties. Non-partisanship in too many 
cases is a synonym for irresponsi- 
bility. 

If my views seem non-conformist, 

let me relate what the Republican Na- 
tional Chairman, Senator Thruston B. 
Morton of Kentucky, said recently in 
a panel discussion in which I took part. 
These are his words: 
It would be disastrous for the Nation and for 
the Party itself if any single economic group 
were to win unchallenged control of the Re- 
publican Party. It would be equally dis- 
astrous if such a situation developed within 
the Democratic Party. 

Paul Butler, the Democratic Nation- 
al Chairman, said that the individual 
business man who ignores politics 
“does so at his peril, for politics will 
most certainly not ignore him.” 

If you accept the premise that we 
are “all-around humans” then it fol- 
lows that we are “political humans” 
seeking action through unity of ideals 
and spirit, not as business men, work- 
ers, scientists, or as categorized in- 
terests. Our responsibility, then, as 
persons who want to be useful mem- 
bers of society, is to recognize first that 
politics is power, second that as citi- 
zens who can direct that power to the 
development of the good society, we 
have a responsibility to help. Power is 
exercised responsibly through a polit- 
ical party, not through mobs or debat- 
ing societies. 


Participation 


We must participate as active, re- 
sponsible, articulate individual citi- 
zens. It is not for us to judge from 
Olympian heights, nor to stand on the 
sidelines of political battles. The 
Greeks had a word for people who 
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avoided politics. The word was idiot. 
Why should you, as an_ individual, 
stand mute in political affairs? Why 
should it be necessary to get your cor- 
poration enmeshed in politics in order 
to give voice to your political views? 

Long ago the French philosopher 

Jean Jacques Rousseau declared: 
As soon as public service ceases to be the 
chief business of the citizens and they would 
rather serve with their money than with their 
persons, the State is not far from its fall. 
As soon as any man says of the affairs of 
the State, “What does it matter to me?” the 
State may be given up for lost. 

I do not advocate the subordination 
of personal ideas or principles to a 
leader. If we are to be effective party 
members, we cannot be mutes: we 
must be heard in party councils. Here 
we can talk over things in common, 
and here we can learn that I am not 
as good as you are—but you are as 
good as I am. Disraeli, the youth, 
laughed at and ridiculed in his first 
speech in the House of Commons, ut- 
tered what should be the motto for all 
of us: “I will sit down now, but the 
time shall come when you will hear me.” 

The business man who chooses to 
become politically active must choose 
his party as an individual who wears 
no man’s or corporation’s collar. It 
must be his choice. Formalized cor- 
porate activity, it should be empha- 
sized, is not conducive to spontaneous 
individual participation in political af- 
fairs. 

The old-style machine politics is dy- 
ing out: in 1958 the old line “pros” 
lost ground in most states, and even a 
great professional politician like Gov- 
ernor Lawrence of Pennsylvania could 
not carry his ticket with him. We have 
rid ourselves of the Hague Machine 
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in New Jersey, the Crump Machine in 
Tennessee, the Pendergast Machine in 
Missouri, and a host of lesser political 
machines in other areas. I believe that 
the worst course business can take is 
to conduct political action programs 
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which, inevitably, will lead to company 
machines not unlike those political ma- 
chines which have passed into limbo. 
Ultimately, business will pay a heavy 
price for such corporate political ac- 
tivity. 
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FACULTY PUBLICATIONS 


Business Topics here takes note of books published in 1959 by members of 
the faculty of the College of Business and Public Service, Michigan State 
University. The list is intended to be complete, but there may be inad- 


vertent omissions. 


WALTER ADAMS, Professor of Hconomics, co- 
author with Professor John A. Garraty, 
Columbia University, From Main Street to 
the Left Bank. East Lansing: The Mich- 
igan State University Press, 1959. A re- 
port on the activities of American students 
and professors in Europe. 


GorDOoN J. ALDRIDGE, Director and Professor 
of Social Work, Social Issues and Psy- 
chiatric Social Work Practice. New York: 
National Association of Social Workers, 
1959. 


Harry G. BRAINARD, Professor of Economics, 
Economics in Action. New York: Oxford 
University Press, 1959. A basic text for 
the purveyance of economic literacy to the 
beginning student. 


Lewis W. EDINGER, Associate Professor of 
Political Science, co-author with Professor 
Karl W. Deutsch, Yale University, Ger- 
many Rejoins the Powers. Stanford: Stan- 
ford University Press, 1959. Mass opinion, 
interest groups, and elites in contemporary 
German foreign policy. 


HERBERT GARFINKEL, Associate Professor, 
Political Science, When Negroes March. 
Glencoe, Illinois: The Free Press, 1959. 


ALAN P. GRIMES, 
Science, and 

RoBerT H. Horwitz, Assistant Professor, Po- 
litical Science, editors, Modern Political 
Ideologies. New York: Oxford University 
Press, 1959. Extensive selections from the 
writings of outstanding theorists of con- 
temporary ideologies, with analytical intro- 
ductory essays. 


Professor of Political 


ERNEST B. HARPER, Professor of Social Work, 
co-author with Professor Arthur Dunham, 
University of Michigan, Community Or- 
ganization in Action. New York: Associa- 
tion Press, 1959. 


Rospert H. Horwitz, Assistant Professor, 
Political Science, and Carl Tjerandsen, 
Assistant Dean, General Education, New 
York University, Civic Education in the 
United States, Supplementary Organiza- 


tions. East Lansing: Bureau of Social and 
Political Research, 1959. 


ROBERT W. JOHNSON, Professor of Business 
Administration, Financial Management. 
Boston: Allyn and Bacon, Inc., 1959. A 
guide to the responsibilities of the financial 
manager and the decisions he must make. 


Lioyp D. Muso.r, Associate Professor of 
Political Science, Public Ownership and 
Accountability. Cambridge, Mass.: Har- 
vard University Press, 1959. An account 
of corporate accountability in Canada. 


FRANK A. PINNER, Director of the Bureau of 
Social and Political Research, co-author 
with Paul Jacobs, staff writer for The Re- 
porter, and Professor Philip Selznick, Uni- 
versity of California, Berkeley, Old Age 
and Political Behavior. Berkeley and Los 
Angeles: University of California Press, 
1959. <A case study of a political pressure 
group composed chiefly of recipients of Old 
Age Assistance. 


JACK STIEBER, Director of the Labor and In- 
dustrial Relations Center, The Steel Indus- 
try Wage Structure. Cambridge, Mass.: 
Harvard University Press, 1959. The joint 
union-management job evaluation program. 


W. PAuL STRASSMANN, Associate Professor 
of Economics, Risk and Technological In- 
novation. Ithaca: Cornell University 
Press, 1959. American manufacturing 
methods during the nineteenth century. 


W. LLoyD WARNER, University Professor of 
Behavioral Sciences, and 

NorRMAN H. MartTIN, Professor, College of 
Business and Public Service, Industrial 
Man. New York: Harpers, 1959. A study 
of businessmen and business life in 
America. 


W. Lioyp WARNER, University Professor of 
Behavioral Sciences. The Living and the 
Dead. New Haven: Yale University Press, 
1959. <A study of the symbolic life of 
Americans; Volume 5 in the Yankee City 
series. 
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The Changing International 
Position of the Dollar 


Has our country’s currency “weakened” in 


the past decade in comparison to the 


“strengthened” currencies of western Europe? 


In recent months concern has been 
growing in the financial press and else- 
where over the mounting deficit in the 
United States balance of payments.! 
The resulting drains on the American 
gold reserves and the accumulation of 
foreign liabilities have even made it 
fashionable to talk about the “weak” 
dollar relative to the “strong” (now 
partly convertible) currencies of west- 
ern Europe. 

In various quarters the American 
deficit has been attributed to the 
domestic inflation which is pricing our 
products out of world markets. That 
this explanation is entirely oversimpli- 
fied is apparent from the fact that 
American prices have not been rising 
at a higher rate than European prices, 
and that the percentage increase in 
European wage rates during the cur- 
rent decade exceeded that in the 
United States. The question, there- 
fore, arises: how can the recent de- 


velopments be explained and what, if 
any, are their implications for Amer- 
ican policy? It is to these questions 
that the following comments are 
directed. 


THE FACTS 


In order to pinpoint the origin of the 
large outflow of gold in 1958-59, the 
accompanying table presents a con- 
densed statement of the United States 
balance of payments. The upper section 
of the table shows what Americans 
paid abroad for imported goods and 
services (e.g. expenditures of Amer- 
ican tourists abroad), and the outflow 
of American dollars in the form of 
government grants and private invest- 
ments. The lower section shows re- 
ceipts from foreigners for exported 
goods and services, and influx of 
foreign capital. After allowing for 
errors and omissions, we are still left 
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UNITED STATES BALANCE OF PAYMENTS ($ BILLIONS) 


1951 


January-June 





U. S. Payments, total 19.8 
Imports of merchandise 11.2 
Imports of services 3.9 
Outflow of private & 

gov’t. capital 4.7 

U. S. Receipts, total 18.4 

Exports of merchandise 14.1 


Exports of services 4.8 


Inflow of foreign capital -0.5 
Errors & omissions (net 

receipts) 0.5 
Increase in foreign holdings of 

gold and dollar assets 0.9 


Sources: 


1958 1955 1957 1958 1959 
19.6 21.9 27.4 27.0 13.7 
11.0 11.5 13.3 12.9 7.4 
5.6 6.4 7.6 8.0 4.0 
3.0 4.0 6.5 6.1 2.3 
172 20.8 27.1 23.2 11.4 
12.3 14.3 19.4 16.2 7.8 
4.8 5.7 7.3 7.0 3.4 
0.1 0.8 0.4 0.0 0.2 
0.3 0.4 0.8 0.4 0.4 
2.1 0.7 -0.5 3.4 1.9 


1) Survey of Current Business, June and September, 1959. 
2) 


U. S. Department of Commerce, Balance of Payments Statistical Supplement, 1958, p. 13. 


with a certain imbalance — excess of 
payments over receipts or vice versa. 
In 1958 our receipts of $23.6 billion 
fell considerably short of what we had 
to pay for imports plus what we de- 
cided to remit abroad in the form of 
private investments and government 
grants. Put differently, our excess of 
exports ($23.2 billion) over imports 
($20.9 billion), amounting to $2.3 bil- 
lion, was insufficient to cover the $6.1 
billion outflow of private and govern- 
ment capital. This discrepancy can be 
made good in one of two forms: ship- 
ment of gold abroad or accumulation 
of dollar balances by foreigners; that 
is to say, we either pay in gold, or owe 
the money to foreigners. These are the 
“balancing items” in the balance of 
payments, which by its very nature 
must always be balanced. 

Focusing attention on 1958, it ap- 
pears that the major change taking 
place in that year was a $3.2 billion 
drop in the export of merchandise. It 
was primarily this change which 
brought about the $2.3 billion outflow 


of gold and the $1.1 billion accumula- 
tion of foreign balances in the United 
States.2. Over 60 percent of the in- 
crease in foreign gold reserves accrued 
to western European nations. This 
process continued into the first half of 
1959. 

The table also shows that the loss of 
gold and the accumulation of dollar 
balances by foreigners are not new 
phenomena. The United States has 
been in over-all deficit with foreign 
countries in almost every year since 
1949, as governmental grants and pri- 
vate investments abroad have substan- 
tially exceeded our net export surplus 
of goods and services. For the 1950- 
1958 period the annual average export 
surplus of goods and services has 
amounted to $2.7 billion, against which 
government and private transfers 
came to $4.9 billion. As a result, for- 
eigners have been adding to their gold 
reserves at the rate of $400 million and 
to their dollar balances at $1.3 billion 
annually. The proportion in which 
foreigners acquired gold and dollar 
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balances changed from year to year, 
and depended in part on American in- 
terest rates relative to those in 
Europe. In 1958, because of the low 
American rates, new claims on the dol- 
lar were converted into gold. But in 
most earlier years foreigners were 
willing to maintain a large share of 
their net earnings in the form of dollar 
balances, thus demonstrating un- 
shaken confidence in the dollar. 

What calls for an explanation, there- 
fore, is the reversal in the United 
States balance of payments position 
from a net creditor in the interwar and 
immediate postwar period to that of a 
net debtor in the 1950’s. Furthermore, 
it is necessary to account for the in- 
creased debtor position in 1958-59. 


INTERPRETATION 


The increase in the American pay- 
ments deficit in 1958 was due, to a sig- 
nificant extent, to short-run factors. 
While these factors may be expected to 
reverse themselves in the future, they 
do not account for the entire deficit 
during the current decade. They were 
merely superimposed on some basic 
underlying trends, and thus served to 
increase the deficit in the past year and 
a half. 

The exceptionally large fall in ex- 
ports in 1958 was due mainly to the 
disappearance of unusual circum- 
stances that had prevailed in the pre- 
vious 18 months. The Suez crisis of 
1956-57 brought about an extraordi- 
nary but temporary rise in U. S. 
exports. As these circumstances dis- 
appeared, exports declined to their 
previous level. To quote the 1959 E’co- 
nomic Report of the President: 


By far the greatest part of the recent decline 
in U. S. exports, as well as much of the sharp 
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rise immediately preceding it, is attributable 
to developments in a few products. Six major 
commodities* . . . accounted for most of the 
rise from the first half of 1956 to the first 
half of 1957 and for about three-fourths of 
the fall in the first half of 1958. 

A second temporary factor was the 
increase in American import of 
European steel in anticipation of the 
steel strike. Finally, the slight lag of 
recovery in Europe as compared to 
that in the United States also con- 
tributed to the American deficit. The 
European low was reached in October, 
1958, while ours appeared in April of 
that year. As a result our imports 
from Europe rose in response to in- 
creased income before their increased 
income raised their imports from us. 


Shift in U.S. Position 


But these temporary factors do not 
tell the entire story. Two fundamental 
changes were taking place during the 
1950’s, underlying a basic shift in the 
United States’ external position. The 
first change is the increasing interest 
of the American consumer in foreign 
products and of the American investor 
in foreign investments, best illustrated 
by the success story of foreign cars in 
the American market and by the in- 
creased flow of American capital to 
Europe. The second change is the nar- 
rowing technological gap between the 
United States and the rest of the 
world. Aided by the devaluation of 
many European currencies in 1949, 
this factor has helped restore the com- 
petitive ability of European industry. 
In recent years European producers 
have been extremely skillful in de- 
veloping new products and new 
methods of production, and in adapt- 
ing themselves to changing market 
conditions. 
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The European Economic Community 


Business attitudes toward the unifi- 
cation schemes in western Europe il- 
lustrate the “new European psychol- 
ogy.” Of the three integration plans® 
now under active consideration, the 
most advanced plan and the one which 
calls for closest integration of its mem- 
bers (leading eventually to a political 
union) is that of the European Eco- 
nomic Community. The fact that this 
plan enjoys widespread support in the 
business circles of the six nations re- 
flects the desire of producers to take 
advantage of mass markets and their 
readiness and ability to meet foreign 
competition. 

Furthermore, industries within “The 
Six” are even applying pressure on 
their respective governments to speed 
the integration schedule. With the 
hope of facilitating better planning 
they wish to see the transition period 
reduced to the minimum of twelve 
years. But in the meantime they are 
not waiting idly until the abolition of 
intra-Community trade barriers will 
expose them to international competi- 
tion. A gradual but far-reaching ad- 
justment process is under way in an- 
ticipation of increased foreign trade. 


Adaptive Practices 


Inside individual member countries 
small firms have been getting together 
to face the new competition. Across 
national boundaries, but within the 
Community, a large number of finan- 
cial, industrial, commercial and pro- 
fessional enterprises are negotiating 
agreements aimed at coordination and 
specialization in production, common 
sales organizations, exchange of tech- 
nical know-how, and joint financing of 
industrial projects. Seventy-one such 
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agreements were listed in a recent 
study by the European Commission.’ 
Trade associations within the six 
countries are negotiating reciprocal 
contacts in order to internationalize 
their activities.72 The sixty contacts 
negotiated so far range all the way 
from periodic informative meetings to 
regular super-associations. They may 
encompass the entire industrial sector 
(as does the “Union of Industries of 
the Common Market’), or relate to 
individual industries. Finally, Euro- 
pean producers are successfully at- 
tracting American capital and tech- 
nical know-how to help in the 
expansion process. (American in- 
vestors are attracted to the Common 
Market to take advantage of expand- 
ing markets and to circumvent the 
tariff wall.) 

These practices demonstrate quick 
adaptation on the part of European 
business to the changing economic and 
political environment. It is such 
aggresive attitudes that helped Euro- 
pean producers to rapidly gain ground 
over their American counterparts in 
products like electrical equipment and 
airplane engines. These fundamental 
trends cannot be expected to reverse 
themselves. If any measures should be 
taken to cope with the balance of pay- 
ments deficit, they should be di- 
rected at these factors. 


IMPLICATIONS FOR U. S. POLICY 


In examining the policy implica- 
tions of the changes in our external 
position, it should be fully recognized 
that these are welcomed developments. 
The increase in European production 
and their improved ability to compete 
with the United States have been long- 
standing goals of American foreign 
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economic policy as symbolized by the 
slogan “trade, not aid.” The resulting 
redistribution of gold and dollar re- 
serves should consequently be re- 
garded as highly satisfactory. 

There is, therefore, no reason for 
panicky action, such as devaluation of 
the dollar or an increase in the price 
of gold. Our gold reserves, amounting 
to $20 billion, are sufficient to meet 
any drains if private foreign holders 
of dollar balances choose to withdraw 
them. Likewise, it would be both 
erroneous and harmful to reverse the 
postwar trend toward a more liberal 
trade policy or to consider substan- 
tial cuts in our foreign aid program. 
Higher tariffs will merely contribute 
to inflation, while curtailment of for- 
eign aid will interfere unnecessarily 
with our long-run political and eco- 
nomic objectives. Finally, there is no 
need to adopt strong deflationary pol- 
icies in an attempt to curb imports. 
While it is important to restrain in- 
flationary pressures, it is also essen- 
tial not to inhibit economic growth 
and cause unemployment. 


Need for Stability 


What is needed is certain minor 
changes in the United States and 
abroad which would recognize the 
new position of the dollar. In the fu- 
ture the United States cannot ignore, 
as it formerly could, the implications 
of its domestic policies for its interna- 
tional position. We are slowly becom- 
ing less of a closed economy, and 
more dependent on international trade. 
Any measures which raise internal 
prices and/or money income are likely 
to result in a deterioration of our ex- 
ternal position. While measures to 
raise prices or money income are 
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usually taken for domestic reasons, 
their negative effect on our balance 
of payments should be carefully con- 
sidered. It follows that prices and 
wages should be kept as stable as pos- 
sible. 


Competition and Efficiency 

Furthermore, efforts should be 
made to make our economy more 
competitive. Instead of perpetuating 
relatively inefficient industries such as 
watch movement, chinaware, fur-felt 
hats and bicycles by the use of pro- 
tective tariffs, we should attempt to 
shift resources employed in them to 
mass production industries in which 
we have comparative advantage and 
which can compete effectively on 
world markets. Exposing our economy 
to foreign competition can provide the 
initial impetus in that direction. But 
the government can also play an im- 
portant role in this process by induc- 
ing labor and capital to move away 
from relatively inefficient industries 
to those of maximum efficiency. It 
can initiate such programs as labor 
retraining, loans to firms and workers 
to help finance their relocation, re- 
search to develop opportunities in new 
lines of production, taxation incen- 
tives and information services. 

Because of their increased income 
and improved reserve position, our 
European allies can and should assume 
a larger share of the burden of de- 
fense outlays and foreign aid.® 

They should likewise be encouraged 
to remove discriminatory practices 
against imports from the United 
States.1° In the past, such practices 
were justified by the shortage of gold 
and dollar reserves; but for most 
European nations this justification no 
longer exists. 








24 BUSINESS TOPICS 


These steps will be sufficient to re- 
store equilibrium to the American bal- 
ance of payments. They should be 
taken in recognition of the new, 
healthier, international position of the 
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dollar: that of the strongest among 
strong currencies, rather than the only 
strong currency in the world, as it was 
from the end of the war until recently. 





Notes 


1. See, for example, the article by Edwin 
Dale in the Financial section of the New York 
Times on October 4, 1959. 


2. Figures derived from the Federal Reserve 
Bulletin, June 1959, pp. 670, 675. 


8. The discrepancy resulting from the above 
four figures amounts to $500 million. It is 
accounted for by the item “Errors and omis- 
sions.” 


4. Crude petroleum and selected fuels, coal 
and related fuels, cotton, wheat, iron and steel 
mill products and other metals and alloys, and 
automobiles and parts. 


5. a) The European Economic Community, 
consisting of France, West Germany, Italy 
and Benelux; b) the Free Trade Area Asso- 
ciation, consisting of Great Britain, Switzer- 
land, Austria, Portugal, Denmark, Sweden 
and Norway; c) a Nordic Customs Union, 
composed of Finland, Sweden, Norway and 
Denmark. 


6. The reorganization of the French textile 
industry, and a consortium set up by small 
engineering firms in Holland are examples 
of such developments. 


7. Following are a few examples of such ar- 
rangements: Krupp and the French firm PIC 
have agreed on joint construction of com- 
plete installations for preparing coal. Re- 
nault and the Italian Alfa-Romeo have agreed 
to use each other’s distribution networks and 
assemble each other’s vehicles. Bayer has 
agreements with a number of French firms in 
various fields for joint technical cooperation. 
In the field of plastics, Montecatini Company, 
the Pechiney Company and the Societé Nor- 
mande de Matiéres Plastiques have signed a 


licensing agreement involving the production 
of Moplen (polypropylene). In the banking 
field, there is an agreement between Banca 
Nazionale del Laboro, I.M.I. and the French 
Banque de Paris et des Pays-Bas for the crea- 
tion of a Franco-Italian Company for In- 
dustrial Development for the purpose of 
studying the financing of industrial projects 
in the Common Market and the overseas 
territories. 


7a. Note that many of the agreements men- 
tioned here would result in less rather than 
more competition within the Common Market. 
In part they reflect the difficulties in enforc- 
ing adequate rules of competition. 


8. Again, a few cases will serve to illustrate 
the point: In Italy, a company jointly owned 
by American Machine and Foundry and the 
S.A.S.LB. of Bologna has been created for 
the manufacture of machinery. There is a 
large plant of the Pfizer Corporation in 
Latina for the manufacture of biochemical 
products. RCA, Whirlpool and Tecumseh 
each have licensed their refrigerator com- 
pressors for production in Italy. In Belgium, 
National Lead has acquired a majority in- 
terest in the Societé Chimique des Derives du 
Titane which has a plant in Langerbrugge 
for the production of dioxide of titanium. 
Black and Decker Manufacturing Company 
has set up a subsidiary for the manufacture 
of electrical appliances; Westinghouse Inter- 
national has entered into licensing agree- 
ments with Ateliers Electriques de Charleroi 
of Belgium. In France, the Budd Company 
has set up a subsidiary for the production of 
car accessories; United States Rubber has 
reached an agreement with the French Ugine 
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Company which involves the construction of a 
plant for the manufacture of special rubbers, 
latex and plastics under license by United 
States Rubber. 


9. This fact has already been recognized by 
our European allies. The European Economic 
Community, for example, is currently de- 
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veloping a ten-year program of aid to under- 
developed countries. For discussion see 
“European Marshall Plan is Proposed,” Bul- 
letin from the European Community, August- 
September 1959. 


10. Great Britain, for example, has recently 
abolished most of its import quotas. 





EDITOR’S NOTE: 
see Page 48. 


For a century-old editorial comment on international trade, 





1. J. Brooks Heckert, “Back to Distribution 
Costs,” The Journal of Accountancy, June, 
1945, p. 456. 

2. Editorial, “A Study in Distribution 
Costs,” The Journal of Accountancy, January, 
1946, p. 6. 

38. Paul W. Atwood, “The Manufacturer 
Looks at His Costs of Distribution,” The Ac- 
counting Review, March, 1934, p. 28. 

4. James W. Culliton, “The Management 
Challenge of Marketing Costs,” The Harvard 
Business Review, January, 1948, p. 81. 

5. J. Brooks Heckert, The Analysis and Con- 
trol of Distribution Costs, Ronald Press, New 
York, 1940, pp. 15-17. 

6. William B. Castenholz, “Selling and Ad- 
ministrative Expense Analysis as a Basis for 
Sales Control and Cost Reduction,” The Ac- 
counting Review, June, 1931, pp. 125-9. 

7. W. A. Paton and A. C. Littleton, Intro- 


duction to Corporate Accounting Standards, 
American Accounting Association, Chicago, 
1940, p. 119. 

8. C. Rufus Rorem, “Differential Costs,” The 
Accounting Review, December, 1928, p. 341. 
9. James W. Culliton, op. cit., pp. 79-82. 

10. Paul G. Brown, “Analysis and Control 
of Distribution Costs,” The Journal of Ac- 
countancy, September, 1948, p. 237. 

11. Donald R. Longman, Distribution Cost 
Analysis, Harper and Brothers Company, 
New York, 1941, p. 46. 

12. J. Brooks Heckert, op. cit., p. 208. 

13. William B. Castenholz, The Control of 
Distribution Costs and Sales, Harper and 
Brothers Company, New York, 1930, pp. 151- 
61. 

14. Howard C. Greer, “The Technique of 
Distribution Cost Accounting,” The Account- 
ing Review, June, 1931, p. 136. 








FIVE NEW BUREAU PUBLICATIONS 


Books 


EDWARD G. BENNION 


Elementary Mathematics of Linear Programming and Game 
Theory 


168 pages Cloth bound $5.00 
Available March 1 
FREDERIC N. FIRESTONE 


Marginal Aspects of Management Practices 
100 pages Cloth bound $3.50 


Available March 1 
P. apers 


DANIEL BLOOMFIELD 
The Advance of Marketing and Distribution in a Changing 


World 
Marketing and Transportation Paper No. 7 
80 pages Paper bound $0.50 


GOTTLIEB DUTTWEILER 

Business Leadership and Social Responsibility 

Marketing and Transportation Paper No. 8 

24 pages Paper bound $0.05 
HOWARD R. NEVILLE 

The Detroit Banking Collapse of 1933 


Occasional Paper No. 2 
55 pages Paper bound $0.50 





Send for complete list of current publications. 
Bureau of Business and Economic Research 
College of Business and Public Service 
Michigan State University 
East Lansing, Michigan 


SOLOMON BARKIN 


The Function of Management 


Management attitudes, objectives, 
procedures and techniques are under- 
going vast changes. Many forces are 
operating on management. The num- 
ber of persons performing its func- 
tions has multiplied. The systematiza- 
tion of knowledge about the arts and 
sciences of management in the col- 
legiate institutions has subjected it to 
the analysis of academic theorists. 
Many basic assumptions have been 
questioned, such as the reliance on the 
model of the economic man as the 
point of reference for policy determi- 
nation. The nature of the public re- 
sponsibilities of American business 
has received more and more attention 
as the business teaching institutions 
have begun to define their broader 
purpose of preparing leaders for the 
American economic community. The 
expanding influence and power of the 
business enterprise have prompted 
others to inquire into the soundness 


e Administration 
e Bargaining 
e Trusteeship 


of the present administrative and 
power structures. 

To the latter the question is this: 
how can our economy best discharge 
its functions in view of the growing 
importance of the large, organized 
economic power centers? We can no 
longer rely on the impersonal free 
market. It is neither impersonal nor 
free where large economic units domi- 
nate it. Decisions are deliberate and 
purposeful. The results themselves 
may not be wholly in the public in- 
terest. They may produce inflation, 
retard growth, create autocracies, and 
cause waste. The question necessarily 
suggests itself: how can we best alter 
the structure of business government 
to continue our private decentralized 
economy and yet improve its effec- 
tiveness, assure a greater balance of 
power and promote public objectives 
and goals? 

The issues are most pressing in the 
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fields of labor-management relations 
and business policy on prices, produc- 
tion and finance. We are weighed 
down by outmoded myths about man- 
agement’s position in both sectors. It 
is therefore timely for us to explore 
new approaches to these older prob- 
lems. 


THEORY OF A UNITARY 
AUTHORITY 


Managerial personnel philosophies 
and practices in this country rest on 
the belief in a managerial autocracy 
rather than an industrial democracy. 
In the literature on industrial organ- 
ization and personnel direction, top 
management is recognized as the ulti- 
mate source of decisions. It may dele- 
gate power or decentralize areas of au- 
thority but it must not share this 
power. Two-way communications may 
replace one-way downward communi- 
cation, with the orders coming from 
the uppermost echelons. But there is 
no other source of authority than top 
management. 

The origin of this concept is easy to 
identify. It derives from the premise 
that the right to give orders within 
the business enterprise originates with 
ownership. To eliminate all doubts 
about the legitimacy of this concept 
of unitary power, management has 
from the earliest days of the current 
era of collective bargaining insisted 
upon contract clauses preserving its 
“management prerogatives.” These 
are carefully spelled out in contracts. 
Management constantly urges the pub- 
lic and arbitrators to support its 
rights which they argue are essential 
to the preservation of private enter- 
prise and to economic efficiency and 
progress. 


Winter 


Place of the Union 


This system of unitary power per- 
vades all thinking in management 
circles. It permits no real place for 
the trade union. Actually, unions are 
visualized as outside the plant and 
business society. Employers who have 
acquiesced in collective bargaining 
have done so without integrating it 
into their logic system. This continu- 
ing failure to provide an adequate 
formally-acknowledged positive func- 
tion for trade unions in our industrial 
organization is an unending source of 
strife. It explains the prevailing di- 
chotomy of employeis maintaining 
“satisfactory” union-management re- 
lations in their plants and yet lead- 
ing or contributing financially to out- 
spoken anti-union agencies and biding 
their time until unions are destroyed. 


“Accommodation of Interests” 


So long as this attitude prevails, it 
is understandable that anti-unionism 
will remain the dominant tone of in- 
dustrial opinion. The union and col- 
lective bargaining process are foreign 
to these managements. Where eco- 
nomic pressures force acceptance of 
unions, employers begrudgingly ac- 
quiesce in their continued existence. 
Some of them retreat to the theory of 
local management autonomy and re- 
sponsibility for labor-management re- 
lations to justify resistance if not out- 
right opposition to unions. In any 
event they try to make the best of a 
poor bargain; they adjust themselves 
to an uneasy truce. This is now called 
“accommodation of interests.” It is a 
form of coexistence for which employ- 
ers have hardly developed an adequate 
rationalization. A cold war between 
employer and union often prevails as 
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the competitive struggle continues. 

No significant effort has been made 
by management in this country to 
come to terms with the challenge of 
evolving a system of coordinate indus- 
trial authority. Examples of “con- 
structive labor-management relations” 
are isolated. While we lack this alter- 
native the brutal conflict over au- 
thority continues; large, costly strikes 
are our principal method of resolving 
differences on economic policy in our 
private economy short of government 
intervention. An uneasiness persists 
about the future of our industrial sys- 
tem. This study will not deal with the 
types of national consultation of eco- 
nomic interests needed to supplement 
corporate agencies. 


TERMS FOR CONDUCT 


The facts of life have progressed 
far beyond management’s theories and 
myths. The powers of ownership have 
been severely limited and their choices 
have been restricted. More important 
for the long run, the very objectives 
of the business enterprise have been 
broadened. As a result, the goals con- 
sidered in the decision-making process 
have changed. Short-term profit 
stands alongside of such other objec- 
tives as business growth, technological 
and managerial progressiveness and 
the perpetuation of the enterprise it- 
self. 

The government is now an important 
force in shaping business decisions. 
General laws, special regulations and 
systems of penalties and incentives 
developed by government affect pol- 
icies and conduct. They reach into the 
most abstract areas of business policy 
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such as the type of product, the chan- 
nels of merchandising, commercial 
practices, labor relations, methods of 
financing, costs of money, size of the 
market and stability of demand. 

Voluntary codes and rules have also 
of course been developed formally and 
informally within the business com- 
munity itself. The former are pre- 
scribed for and the latter are agreed 
to or accepted by the business enter- 
prise. American management leaders 
have done much to elaborate and 
formalize the nature of the public re- 
sponsibilities of business and to pres- 
sure individual business concerns to 
pay some heed to them in their public 
presentation. The image of a benefi- 
cent business enterprise is seriously 
promoted in this country. 

The theory of unitary power has 
been most directly challenged by the 
collective bargaining process. In the 
old craft industries such as printing 
and building, working rules are de- 
veloped unilaterally by the union and 
enforced by its economic power. Else- 
where they are developed jointly in 
the collective agreement through the 
balance of economic power. 

The two power centers, each seek- 
ing to control the policy-making func- 
tions, are brought together through 
the contract. The contest is a continu- 
ing one, though friction is minimized 
and channelized for the period of the 
agreement. During its term differ- 
ences are likely to be resolved through 
arbitration in most cases enforceable 
in the courts. 

Collective bargaining, though enjoy- 
ing an uneasy place within manage- 
ment’s logic system and organization 
structure, is well-established as an 
American institution. It prevails over 
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a wide industrial base in private in- 
dustry. Public authorities and even 
non-profit institutions are gradually 
accepting the collective bargaining 
pattern as necessary to a democratic 
society. Decisions and policies affect- 
ing employees are being formally de- 
veloped with their spokesmen. As the 
area covered by negotiated agree- 
ments broadens, management in these 
fields, public and quasi-public, will, 
like those in private industry, have 
to face up to the full implications of 
this coordinate power center. A new 
theory of managerial responsibility 
will have to encompass these sectors 
as well as private industry. 

Labor agreements set forth a grow- 
ing variety of terms of employment 
and instruct management on methods, 
rules and principles of performance 
which limit its choices. They have 
also added new goals to govern the 
enterprise. Fundamentally they belie 
the theory of the unitary source of 
power in the enterprise; the authority 
is shared by management with the 
union. 

The areas of business operation 
governed by the collective agreement 
vary in scope. The subjects of control 
depend upon the relative power of 
management and union, labor’s inter- 
ests in a particular economic area and, 
significantly, the industry’s or man- 
agement’s effectiveness in meeting 
business problems. Where the indus- 
try or business is not satisfying the 
prevailing economic expectations 
among workers, unions are apt to 
seek to extend the areas of business 
practice regulated by the agreement. 
Moreover, where business troubles 
stem from a chaotic business organ- 
ization within an industry, unions will 
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be particularly prone to fight for in- 
dustry-wide bargaining and contracts. 
Collective agreements in various areas 
now intimately govern business prac- 
tices such as manufacturer-contractor 
relationships, sub-contracting prac- 
tices, the allocation of work among 
shops, numbers of shifts, hours of 
operation, use of employee inventions, 
and other details. 


Unwritten Agreements 


Such intimate limitations on em- 
ployer rights did not originate with the 
signing of the union contract. Work- 
ing agreements, understandings and 
arrangements on the work-floor ex- 
isted from the earliest days of the in- 
dustrial system. They were, in fact, 
often unilaterally imposed by workers, 
with neither the formal nor informal 
consent of management. In recent 
years these agreements often have 
taken the form of verbal pacts be- 
tween the shop steward and the fore- 
man to assure mutual cooperation on 
the production floor. They are ac- 
tually vital to an effective operating 
organization, but their prevalence has 
been inadequately reported and their 
influence is hardly appreciated. Only 
intimate study of the unwritten and 
informal laws of the specific plant 
will bring them to light and assign 
them the importance they deserve. 
Their existence is often unknown to 
the front office and is revealed pri- 
marily when formal, plant-wide rules 
or contracts cross these local practices 
and codes. Since they do not fall read- 
ily into the neat theories of a uni- 
tary source of authority, management 
has frequently denied their very exist- 
ence. But they are as real as the in- 
formal chains of command which make 
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a mockery of formal organization 
charts. Management has found work- 
ers and unions defending these unwrit- 
ten laws even more intensely than 
the “official” contract provisions. 
Many of the so-called work rules devel- 
oped out of these understandings. 


New Standards 


Collective bargaining has contrib- 
uted substantially to the formulation 
of new enterprise goals, to progressive 
technology and management, and to 
perpetuity and growth. Unions also 
seek to enforce a number of new stand- 
ards upon management which vitally 
affect the business enterprise and are 
designed to advance employee inter- 
ests. First is the maintenance of a 
high level of rising productivity with 
which to finance the annual produc- 
tivity wage factor. Second is stabi- 
lized employment to reduce the cost of 
supplementary unemployment bene- 
fits. Third is the transfer of personal 
costs of employees to the business sys- 
tem through the fringe benefit pro- 
gram. Fourth is the orderly intro- 
duction of technological changes to 
minimize displacement of employees. 
Fifth is a hiring policy which opens 
up employment to a cross-section of 
the community including members of 
minority and disfranchised groups. 
Finally, unions promote the acceptance 
of a number of principles in wage and 
benefit policy, such as the maintenance 
of real earnings through cost-of-living 
adjustments, the elimination of class 
differences in types of benefits 
among employees and the eradication 
of substandard wages and working 
conditions and conformance to indus- 
try standards. 

These developments flowing from 
governmental action, voluntary busi- 
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ness codes and collective bargaining 
point forcefully to the need of over- 
hauling the theory of unitary power 
as a rationalization for management’s 
position. But the urgency of such a 
reorganization is even more strongly 
impressed upon us when we take cog- 
nizance of the major changes in the 
corporate structure itself. 


CHANGES IN STRUCTURE 


We have become increasingly aware 
of the great separation between own- 
ership and management. The latter 
no longer owns the business enterprise. 
This fact is clearly exemplified in the 
large, publicly owned corporation. Fre- 
quently the managements own no 
stock in their enterprise or have ac- 
quired such an interest only through 
an attractive and lucrative stock op- 
tion program. 

The stewards of fortunes have be- 
come independent of the purses which 
placed them in their seats of power. 
They are ideologically and politically 
allied with the owners but have in fact 
become separated from them. They 
have inherited or usurped power over 
vast fortunes by virtue of their pos- 
session of political rights within the 
corporations rather than through any 
rights of ownership. Only a facade of 
delegation of power by stockholders 
thinly hides this arrogation. 


The Role of Ownership 


The divergence between ownership 
and management has become _ so 
marked that management, in this day 
and age, can be said actually to be 
hiring capital. It invites investment 
on the basis of confidence in its abil- 
ity to produce certain returns and 
long-term growth in basic corporate 
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values. Those who invest speculate on 
the management and its effectiveness. 
The role of ownership is relatively in- 
significant. At best, the stockholder 
can join minority movements or unite 
with speculators intent on exploiting 
the adversities of a corporation. Other- 
wise, the stockholder is kept inade- 
quately informed, has purely nominal 
rights of inquiry, is too dispersed to 
organize and lacks resources or an 
agency for checking management’s 
performance. Management is increas- 
ingly becoming a_ self-perpetuating 
oligarchy, maintaining power by its 
possession of it and by skillful manipu- 
lation of the corporate organizations 
in relation to management persons 
similarly situated in other large cor- 
porations. 


No Checks on Management 


No group is now charged fully with 
the authority, or granted the facil- 
ities or responsibility, to check on 
management and its performance. 
Modern American corporate manage- 
ment can devise policies on operations, 
products development, investment, 
prices and levels of operations accord- 
ing to its judgment with relatively 
little interference. Many question the 
wisdom of its pricing policies but there 
is no way to review or challenge them, 
except possibly through the govern- 
ment. Certainly the open market has 
lost its ability intimately and precisely 
to influence corporate decisions in 
those economic sectors where a few 
large businesses dominate the field. 
With modern management insisting on 
financing its own capital expenditures, 
the capital market is not in a position 
to pass judgment on its course. The 
financial community might have de- 
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termined that expansion of the auto- 
mobile industry in 1956-57 was a poor 
risk but the capital market had no 
opportunity to stop it. Management 
relied almost exclusively on its own 
funds. 

The managerial oligarchy has de- 
veloped into an autocracy quite inde- 
pendent of the outside world. Compe- 
tition affects its behavior only very 
incidentally and only at the outer 
limits of a broad range of choices. 
Competition from similar products is 
usually limited to a handful of com- 
panies. Most of them follow com- 
parable competitive policies and avoid 
price-cutting. The major contest in- 
volves the originality and skill of their 
respective advertising agencies. 


Abuses of Power 


The evidence of this power is most 
poignantly illustrated by the perform- 
ance of men who have abused this 
position and subverted the institution 
to their own personal interests with 
complete immunity, since their stew- 
ardship cannot truly be tested. In- 
stead of serving the enterprise, they 
have made the business promote their 
interests. They have submerged the 
concept of service and identified the 
enterprise with their own personal in- 
terests, as if the publicly-owned cor- 
poration were truly a private busi- 
ness. 

A recent illustration of this develop- 
ment is provided by two presidents 
and the directors of the American 
Woolen Company. The prime goals of 
the presidents were simple—to assure 
themselves adequate salaries and re- 
tirement benefits. The last president 
also arranged personal deals for his 
own enrichment; the bonding company 
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later had to repay the corporation 
substantial sums, running into six fig- 
ures. Finally, having achieved the de- 
sired goal, the directors arranged to 
sell the corporation to an outside in- 
terest which liquidated it. The direc- 
tors and the purchasers were the true 
beneficiaries of this transaction. 

Many current illustrations may be 
offered of speculators who have can- 
nibalized corporations in their drive 
to create personal financial empires. 
Some of these corporations collapsed, 
destroying sound ventures. Others 
continue in existence through their 
success in manipulating the finances 
of a motley assortment of enterprises 
assembled under the old corporate 
title. 

Finally, the practice of granting 
stock options to corporation executives 
tends to focus their interest upon 
boosting the price of the stock rather 
than conducting a sound business. 
Policies which may depress stock 
prices—such as a cut in the selling 
price of the commodity produced—are 
rejected. Some analysts have seen this 
motivation in the 1959 steel strike. In 
their view, strike talk by steel manage- 
ment encouraged other industries to 
build up steel inventories, inducing ab- 
normal pre-strike demand, record 
earnings and thus higher stock prices. 
Then, by holding off a settlement un- 
til these inventories were depleted, 
management hoped for another ab- 
normal surge in demand, earnings and 
stock prices. 

The concentration of authority in 
management, as outlined above, is a 
solid reality built upon a rickety foun- 
dation. It is easy to see how it arose 
naturally — and perhaps inevitably — 
from the revolution in our industrial 


structure, which eliminated the old 
alternative of owner-management. But 
while this authority is asserted today 
in the name of ownership, it has no 
genuine basis in ownership. 


Need for Re-evaluation 


Our primary concern is that man- 
agement has developed a unique posi- 
tion of authority which is subject to 
few immediate checks or even periodic 
review by the people who have a stake 
in the corporation. This authority 
rests on a theory of ownership which 
does not square with the facts. Despite 
these developments, few men of busi- 
ness are wrestling with the challenge 
of finding a method of choosing in- 
dustrial leadership which will assure 
dedication to the enterprise as a whole 
and a procedure for providing a full 
and continuing audit and review of 
management’s performance. At this 
time when big business is occupying 
an increasingly critical role in our so- 
ciety, its leaders and theorists have 
hardly dealt with this important 
aspect of the responsible public cor- 
poration. 

The unitary authority is, moreover, 
exercised rather peremptorily within 
the organization. The management 
prescribes rules of conduct and policies 
for all. There is no assurance that it 
will consider new ideas, values or pro- 
grams. No matter what the opinions 
may be, or what evidence may be sub- 
mitted, management continues to use 
this authority according to its own 
will. 

Recent movements for decentraliza- 
tion or the use of middle management 
are only variants on the concentration 
of authority. They permit the lower 
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echelons broader rights of recom- 
mendation or areas of discretion, but 
the delegation is temporary and sub- 
ject to review. The real controls re- 
main with top management. 

As we have seen, the established 
rationalization for management’s 
power—i.e., that it represents owner- 
ship—is no longer in accordance with 
the facts, and is shaken even in theory 
when the power is abused for the per- 
sonal gain of those who wield it. The 
further supposition that boards of di- 
rectors can be relied upon to check 
management’s performance also col- 
lapses under scrutiny. The directors 
of large public corporations often con- 
sist of persons chosen by management 
or closely allied with it. In any event, 
the directors’ primary concern fre- 
quently goes little further than the 
immediate interests of the stockhold- 
ers. Few have the independence, the 
facilities or the competence to develop 
adequate criteria of management per- 
formance in the broader terms of the 
interests of the public, the general 
business community, labor and the 
like. In sum, the present government 
of big business enterprise needs re- 
evaluation from a new approach that 
coincides with the realities of the 
power centers and the public interest 
in the enterprise itself. 


THE TRUSTEE OF INTERESTS 


Management’s authority rests on a 
minority claim of ownership, and its 
political power is established through 
appeals for proxies among a widely 
dispersed stockholder class, which is 
often inadequately informed about the 
corporation’s policies and performance 
except as gleaned from the manage- 
ment’s financial statements. If this 
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state of affairs is unsatisfactory and 
should be revised, consideration must 
also be given in any new appraisal of 
alternatives to other developments in 
the nature of the enterprise and its 
objectives, which might influence the 
ultimate form of corporate organiza- 
tion. 


e Annual profits, as now calcu- 
lated, are in themselves no longer an 
adequate criterion of performance. 
Even so management-oriented a 
writer as Peter Drucker has empha- 
sized this conclusion. There are other 
criteria for good performance than 
high profits. These are often pre- 
scribed by the community. High 
profits which result from inordinately 
high prices and monopolistic practices 
are adverse to the public interest. 
Business enterprises which do not 
share the benefits of their efficiencies 
with either labor or the community, or 
with both, are exploiting their monop- 
olistic positions. 


e The enterprise is truly a public 
economic institution, employing scarce 
human capital and natural resources. 
It must use them as efficiently as pos- 
sible, consistent with the requirements 
of a competitive open-price market 
system. They must also be employed in 
a manner to preserve the quality of 
these resources, as in the case of labor 
and natural resources, and promote 
their interests, as in the case of labor. 
Management’s responsibility, there- 
fore, is to satisfy these economic 
criteria. Profits made at the expense 
of our resources violate the nation’s 
interests and are improper and un- 
conscionable. 


e Management carries the impor- 
tant responsibility of helping the 
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government implement its declared 
national policy of “promoting maxi- 
mum employment, production and pur- 
chasing power.” 


e Management bargains with sell- 
ers or owners of labor and natural 
resources. It must bargain with them 
in the light of other enterprise goals 
such as profits, the perpetuation of the 
enterprise and its growth, bearing in 
mind public goals such as conservation 
of resources, high levels of income dis- 
tribution and greater efficiency. The 
more fully these goals are translated 
into specific costs, the easier it is for 
management to take account of them. 

In performing its current coordinat- 
ing function, management is bargain- 
ing with the factors of production. 
The owners of these resources repre- 
sent themselves in such negotiations 
with management. They seek terms on 
the price and methods of utilization to 
advance their interests and to assure 
the operation of the enterprise accord- 
ing to their own views. Management 
must bargain with them in terms of 
the goals and well-being of the enter- 
prise. 

The prevailing theory of unitary 
authority is at odds with these facts 
of our evolving society. First, the 
source of that authority is uncertain. 
Second, management does not operate 
freely according to its own notions of 
freedom. Its rules and standards for 
performance are prescribed by law, 
custom and countervailing economic 
powers. Criteria for successful busi- 
ness achievement are the product of 
many forces and are constantly chang- 
ing. Profit at the expense of the com- 
munity is decried. Resources must not 
be abused. Public economic objectives 
must be advanced. Moreover, manage- 
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ment must negotiate or bargain with 
the factors of production. It coordi- 
nates the use of resources and employs 
them on terms prescribed in the bar- 
gain or contract; the products or serv- 
ices are sold on terms developed with 
the buyer. 

Management, therefore, administers 
a system of negotiations with suppli- 
ers of materials and services on the 
one hand, and buyers of products or 
services on the other. In so doing it 
must seek to advance not merely its 
own interests but the interests of the 
other factors in the enterprise — in- 
vestors, employees and the enterprise 
itself. It is the trustee of these three 
interests. 

Moreover, in achieving its present 
size and economic importance, the 
large public corporation has acquired 
public responsibilities. As manage- 
ment has become an entity in itself, 
replacing the owner-management of 
the previous era, it has fallen heir to 
these responsibilities as well. It must 
not only promote the interests of all 
factors in the enterprise, but must 
reconcile them with the public interest. 


UNREALISTIC PRACTICES 


This description of the reality of our 
business society suggests why the cur- 
rent “human relations” personnel 
practices are essentially unrealistic. 
They are designed to woo the employee 
to accept management’s logic and 
values. They assume the existence of a 
unitary authority. To advance one 
group in the enterprise the interests of 
the others are to be subverted. 

The “human relations” school of 
personnel policy recognizes the exist- 
ence of an independent logic and value 
system among each group of em- 
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ployees. Having posited this proposi- 
tion, it sets for itself the task of 
developing techniques for getting 
employees to accept or acquiesce in top 
management values and to subordinate 
or submerge their own. Its ultimate 
aim has been to make management’s 
views of the enterprise and its goals 
dominant and pervasive. To this end, 
hiring, discharge and layoff policies, 
personnel counselling, communications 
and group participation practices have 
been employed. But they have been 
effective only where the employer’s 
fiat was reinforced with the power to 
discharge, and to penalize without ade- 
quate recourse or defense by the em- 
ployee. In such cases the sophisticated 
procedures are actually unnecessary to 
the attainment of the goal. They 
simply clothe sheer economic power 
with a superficial appearance of 
humaneness. In strongly-organized 
plants these techniques serve pri- 
marily for routine production direc- 
tions and to present management’s 
point of view on issues where it differs 
from those held by the union. 

What has interfered with the 
operating effectiveness of these tools 
is their failure to make a place for the 
continued existence of independent 
views and logic systems. Their objec- 
tive is to submerge employee attitudes 
and subordinate employee logics to 
management’s. They do not accept the 
conclusion that this goal is neither 
legitimate or achievable. Outside 
groups are eyed suspiciously, and 
unions are condemned if they appear 
to be interfering or expressing inde- 
pendent concepts. The proponents of 
this personnel philosophy cannot make 
peace with the existence of these inde- 
pendent groups. 
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But each factor of production con- 
tinues to bargain independently. They 
continue to organize themselves better 
to negotiate for their price or protect 
their views of the enterprise. Cred- 
itors do so, as do suppliers of capital, 
and so do workers. In internal man- 
agement battles, the respective sides 
attempt to justify their views as those 
which best conform to the interests 
of the enterprise or the investors or 
the specific group to whom they 
appeal. 


The Union’s Response 


Obviously, unions confronted by a 
management which presses its views 
strongly are likely to respond in kind. 
They will carry on propaganda cam- 
paigns to counterbalance manage- 
ment’s offensive. Their efforts may be 
executed through the grapevine, union 
meeting, printed word or some other 
way. In any event, unions will insist 
on being heard. Moreover, they are 
likely to carry a predominant weight 
among organized workers. 

Quite independently of the substan- 
tive differences in values, unions have 
objected to the use of manipulative 
techniques. They have insisted upon 
real discussion between the parties on 
all issues — not merely forward com- 
munication, but two-way communica- 
tion, free exchange with both workers 
and unions enjoying the same right as 
management to initiate proposals. 
And, most important, in this system 
differences are settled through nego- 
tiations, arbitration or economic con- 
test. 

The efforts to develop special ties 
which accent enterprise identity have 
lost much of their significance with 
the wide extension of worker benefits 
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throughout the industrial system. 
Moreover, workers commonly resent 
management’s intrusion into their 
personal lives and attempts to foster 
excessive identification with the enter- 
prise. The separation of job from per- 
sonal life is an important part of the 
scheme of current American values. 


Obsolete Policies 


This entire “human relations” pro- 
gram has also been criticized as being 
at variance with the spirit in which 
American management must conduct 
itself. Basically, public support for the 
Labor Relations Act is derived from 
the belief that autocracy must not pre- 
vail in industry and that a fair bar- 
gaining relationship should be created 
by labor and management. Obviously, 
forceful imposition or manipulative 
persuasion are not consonant with 
these views. Therefore the prevailing 
public attitude has questioned these 
techniques as not truly helping to de- 
velop a meeting of the minds. 

Since the “human relations” person- 
nel policy is obsolete and most fre- 
quently unstable in a free environment, 
the grave question is what relationship 
shall exist between top management 
and the worker. Individual bargains 
are inadequate except in the case 
of a completely tight labor mar- 
ket where individuals can effectively 
use mobility as a bargaining leverage. 
And they leave a structural void. Man- 
agement’s unitary policies will be 
erratic as they cannot be checked or 
subjected to review. They are only 
stable if they are formalized through 
agreements between employee and em- 
ployer. Collective bargaining, there- 
fore, is essential to stable relations. 


The advantage of collective bargain- 
ing and the agreements flowing from 
it is that it spells out the understand- 
ing reached in the power play of in- 
terest groups in the enterprise. But 
management prefers to avoid this pro- 
cedure as necessarily limiting its range 
of choice. Yet this development is in- 
evitable in a free society in which man- 
agement bargains with the factors of 
production and as trustee has the 
responsibility for promoting the in- 
terests of all groups within the enter- 
prise. Under this concept, it is unten- 
able for it to continue to try to impose 
its unitary views of authority. The 
human relations philosophy and its 
associated practices are plainly out of 
date. 


LABOR’S RESPONSIBILITY 


Upon rejecting the concept of the 
subservience of all groups to manage- 
ment’s system of values, the question 
necessarily arises as to what should be 
the employee’s relationship to manage- 
ment. Actually the view of top man- 
agement as being the bargainer and 
coordinator of the factors of produc- 
tion and the trustee of the interests of 
the participating groups within the 
enterprise helps provide the answer. 


Contract 


Workers have a coordinate interest 
in the enterprise with capital and man- 
agement. They must be ready to serve 
faithfully and diligently in the enter- 
prise on terms which help realize their 
personal goals and expectations. These 
should be spelled out in a collective 
agreement so that the respective 
obligations, duties and terms are clear- 
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ly understood by all the parties. The 
agreement, moreover, is an instrument 
for the progressive realization of new 
methods of working together so that 
the parties may ultimately fashion the 
new evolving corporate instrument. 
The negotiated contract is the law of 
the enterprise during its term. It per- 
forms the additional function of sanc- 
tioning the exercise of managerial 
authority and the existing allocation 
of decision-making authority, thereby 
reinforcing the effectiveness of man- 
agement’s supervisory decisions. 

The contract also makes the em- 
ployee himself aware of the nature of 
his responsibilities. Having agreed to 
a contract, he is then obliged to per- 
form his tasks and _ responsibilities 
according to the standards laid out in 
the contract, or according to manage- 
ment’s directions insofar as they are 
directly or indirectly elaborated in the 
contract. Employee obligations are, 
as never before, carefully set forth. 


Constitution 


This approach has the further ad- 
vantage of pointing up the need, not 
only for a constitution regulating the 
relationships between the investor and 
the management and one between the 
enterprise and management with the 
employees, but also for one controlling 
the terms established and agreed upon 
between management and the respec- 
tive internal groups, such as capital 
and employees, as regards to its own 
performance. This function is gen- 
erally only feebly performed by the 
current boards of directors. There 
must be a clear set of terms which 
limits the authority of management 
to despoil the enterprise and exploit 
it for its own self-interest. The new 
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management class must be bound by 
an agreement defining its responsi- 
bilities and obligations as well as its 
rewards. 


UNION OBJECTIVES 


The fundamental union function is 
to represent employees as negotiator 
for the terms of employment and to 
prescribe guides for management per- 
formance in such other areas as the 
union feels are necessary at any given 
time. Ultimately the union shares in 
the obligation to help supervise man- 
agement’s own performance. In dis- 
charging these functions unions apply 
concepts of the manner in which the 
enterprise should reimburse employees 
and the benefits they should enjoy. 
These concepts are derived both from 
the broad aspirations common within 
the society and those held by em- 
ployees in a specific enterprise. In 
negotiations, management undertakes 
to orient the union representatives in 
the economics of the specific enter- 
prise. 

The second major union desire is to 
get the enterprise to follow economic, 
financial, production and political pol- 
icies which would tend to bring about 
the type of society in which employees 
would like to live. True enough, the 
latter objectives are not always clearly 
evident in the demands, but they are 
inherent in them. Except in periods of 
crisis they may be subordinated or 
dormant. But the fact that trade 
union leaders turn to them recur- 
rently, particularly in periods of 
stress, is evidence of their continued 
existence. 


Job Consciousness 


No matter how much American 
unionism has been characterized as 
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“job conscious” and has focused on 
direct economic gains, one cannot over- 
look the movement’s roots. These are 
to be found in employee expectations 
of management and society. During 
periods of relative high employment 
and continued economic advances, the 
mass of the membership raises no ser- 
ious social and economic questions. But 
as recessions and economic disloca- 
tions become apparent, more doubts 
arise and questions begin to be asked 
concerning management’s perform- 
ance. It is then that workers and unions 
reach back to their visions of society 
and seek to effect greater and quicker 
conformance to them. 

“Job consciousness” may seem to be 
an adequate description of unions re- 
stricted to local service industries or 
crafts within limited labor markets. 
But it is hardly applicable to industrial 
unionism which must demand the 
maintenance of full employment and 
continuing improvement in workers’ 
standards to realize members’ aspira- 
tions. 


Labor Standards 


Modern unions are therefore “na- 
tional-economy conscious.” They look 
toward the creation of a national econ- 
omy, both through collective bargain- 
ing and political activity, which con- 
tinues to assure full employment, 
economic growth, rising living stand- 
ards, income stability, job security and 
individual opportunity. Their effec- 
tiveness as bargaining agents depends 
on realizing these ends. 

These views are applied at the enter- 
prise level as pointedly as they are in 
legislative programs. They are reflec- 
ted in the specific contractual demands 


made on the enterprise. They are 
rooted in the broad visions of society 
held by the people rather than derived 
exclusively from the conditions formed 
in the specific work-place. Workers 
and unions seek to make the individual 
enterprise conform as nearly as pos- 
sible to the employee feelings about 
how the society and economy should 
operate. 

These standards vary among unions 
and negotiators. The union movement 
does not prescribe a specific, uniform 
policy. The amount of pressure on any 
one issue at any one place depends up- 
on the degree of permeation of the 
ideas among the membership through 
oral and written communication. But 
the impressive fact is that these views 
pervade the union world; they flow 
from a common fount of objectives. 
The demands made on employers are 
relatively uniform. 

The labor standards envisaged in 
this concept may be summarized as 
continued annual improvements in 
wages and maintenance of wage levels 
through cost-of-living adjustment; 
absorption of the costs of unemploy- 
ment, sickness, disability, old age and 
death; maintenance of annual employ- 
ment or, at least, income; adequate 
rest and leisure through vacations, 
sabbaticals and shorter hours; a fair 
employment policy, which means jobs 
to all groups in the community includ- 
ing the handicapped; a structure of 
equities and rules for transfer, promo- 
tions and layoffs which protect long 
service and eliminate discrimination; 
and, finally, a grievance system which 
assures compliance with the agree- 
ment as well as opportunity to seek 
correction of practices considered un- 
desirable by employees. 
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Labor’s Code for Management 


There are other sectors in the 
union’s code for proper management 
performance. In the field of economic 
policy, unions have expressed them- 
selves as opposed to current pricing 
policies which permit companies to 
finance much or all of their expansion 
from internal funds. They have in- 
sisted that the business enterprise be 
so operated as to assure continued 
existence, growth and technical prog- 
ress. The worker desires security 
for his job in a competitive society ; the 
continued disputes about the pro- 
cedures and manner of change as they 
affect individual workers are part of 
the adjustment to this changing econ- 
omy. 

A full labor code for management’s 
performance embraces most aspects of 
management operation. Unions have 
voiced criticisms of managements 
which have not been enterprising; 
which have set excessive prices and re- 
fused to reduce prices; which have 
failed to maintain technical progress 
and have overspeculated in the con- 
struction of new capacity; and of a 
banking system which has hoisted in- 
terest rates. Wherever sorespots de- 
velop the unions demand correction of 
managerial and economic policies and 
practices. They are the social and 
economic conscience of the community 
as reflected in the employee’s experi- 
ence. 


TWO-WAY COMMUNICATION 


The above concept of the current 
business enterprise and the relation of 
the employee and the union within it 
calls for significant changes in the 
nature of industrial relations policies 
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as well as corporate organization it- 
self. Management must give up its 
continuous and repeated drives 
against unions. It must accept collec- 
tive bargaining as a way of business 
life. Unions cannot be restricted solely 
to production and manual workers. 
Collective bargaining must be the re- 
lationship for all employees. 

Personnel activity must be limited to 
that of acquainting the employee with 
his responsibilities within the enter- 
prise and teaching him to fulfill his 
job competently. Efforts spent on in- 
doctrination on the superiority of 
management’s value systems are 
wasted and pointless, a cause of irri- 
tation and evidence of antagonism to 
unionism and collective bargaining it- 
self. 


Consultation 


Clarification of the economics of the 
enterprise should be sought through 
the collective bargaining process. This 
naturally follows from a mature view 
of collective bargaining. Management 
as trustee of all interests should con- 
sult with employees, including the pro- 
duction workers, on all policies which 
affect the destiny of the individual 
plant or the enterprise. There must be 
two-way communication not only on 
problems of employment but on all 
policies. Unions’ and employees’ views 
must be known to management. While 
the top management continues to bar- 
gain with all, it must be prepared to 
share its reasoning with all. It is 
through this continued interchange 
that real concern will develop for the 
economics of the enterprise. Certainly 
employees are not likely to be aroused 
or concerned if the appeals for under- 
standing are made only by manage- 
ment in times of crisis. 
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Management policy and _ practice 
must be a constant subject of review 
by all groups within the enterprise. 
It is in this way that real accommoda- 
tion will become established. Through 
such exchanges, problems of an im- 
mediate and long-term nature will be 
considered and the experience and 
views of all groups applied. Through 
such orientation with administrative 
policies and problems identification 
with the enterprise is improved. From 
such identification flows motivation to 
cooperate with the management. 

Unions, however, cannot limit them- 
selves to discussions merely at the 
enterprise or company level. They will 
seek to develop relations with manage- 
ment on an industry and total economy 
basis. Only in this way can the union 
participate fully and responsibly in 
our society. Its inherent drive is to 
realize its objectives through plant, in- 
dustry and national channels. Indus- 
trial management must accept this 
fact and formulate its policies accord- 
ingly. 


Advisory Enterprise Council 


One internal check on management’s 
policies is provided by trade unions, 
particularly where they are all-em- 
bracing and represent all employees. 
The boards of directors exercise vary- 
ing degrees of surveillance over the 
enterprise and particularly concern 
themselves with investor and lender 
interests. They are assumed to be in- 
timately familiar and jointly respon- 
sible with management for policy. 
They are therefore not independent 
auditors of performance. The account- 
ant renders a report of operations in 
an immediate fiscal sense, but makes 
few other appraisals. There is a place 
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for an agency within the enterprise 
which regularly reviews the year’s 
operations from the point of view of 
the interests of the enterprise itself, 
the community and the factors inti- 
mately associated with and dependent 
upon the enterprise. Such an advisory 
enterprise council could help define 
the policies which management follows 
and assess their execution and effects. 

The establishment of such councils 
in a number of large national corpora- 
tions could permit some experimenta- 
tion with their potentialities. Many 
proposals have been made for public 
agencies of a similar nature. The ques- 
tion is whether we can evolve private 
programs that will operate effectively 
to increase the responsibility of our 
enterprise system. Individual corpo- 
rations have experimented in this 
direction by appointing public per- 
sonalities primarily recruited from 
business educational institutions. The 
American Institute of Management 
makes annual audits of individual 
managements of large corporations. 
The present proposal is that there be 
such an agency affiliated with the 
enterprise which would regularly 
audit the year’s performance from the 
diverse points of view of the public, 
enterprise and private interests. It is 
suggested that this report should be 
attached to that submitted annually by 
the management and board of direc- 
tors, together with the account’s finan- 
cial report. 

The advisory council should com- 
prise representatives of the general 
management class, trade unions, in- 
vestors in the enterprise, suppliers and 
lenders, the public interest as a whole, 
and the local communities in which the 
business is operated. To insure their 
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independence they should be appointed 
by a responsible outside authority such 
as the U. S. Department of Commerce 
in the case of management, the Amer- 
ican Economic Association in the case 
of the public interests, the trade 
unions for the labor man, the stock- 
holders for the investor, the American 
Association of Municipal Leagues for 
the communities, and the _ specific 
suppliers and lenders by their own 
representatives. 

The responsibility of this type of 
agency would be to elaborate and care- 
fully define the criteria of perform- 
ance from the various points of view 
and to seek to test the overall achieve- 
ments of the management and enter- 
prise. 


CONCLUSION 

The major changes in the political 
structure of American business organ- 
izations present many new problems. 
With a management class having sup- 
planted owner-management the foun- 
dation for the claim to unitary power 
has been destroyed. New checks and 
balances must be constructed in order 
to effect a constitutional system for the 
government of the enterprise. The 
present arrangement has led to many 
usurpations of power and consequent 
abuses. There is no formal] system for 
reviewing management’s conduct and 
policies. The open markets are not 
adequate for this purpose. 

The theory of unitary authority has 
been severely challenged by the rise 
of a coordinate center of power in the 
trade union, which insists on bargain- 
ing on matters affecting employee wel- 
fare. An open system of bargaining 
has been substituted for the elusive 
market forces which determine the 
terms for other suppliers of materials 
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and services. When well-organized 
workers under favorable circum- 
stances present a new concept of the 
functions of the enterprise, it is to 
satisfy the aspirations of all factors in 
the enterprise. The older theory ac- 
cepted the “human relations” person- 
nel philosophy as adequate; the col- 
lective bargaining system demands a 
belief in a coordinate system of power 
which expresses itself in constant con- 
sultation and cooperation between the 
parties on mutual interests as well as 
on direct negotiations and resolution 
on matters of vital concern to the well- 
being of the employee. 


Enterprise Goals 


The management has therefore a 
broader set of functions in this newly- 
devolving industrial structure. It is 
first the administrator of a system of 
economic organization discharging the 
policies laid down and developed by 
a board of directors, which it most 
often controls. It is the bargainer with 
the suppliers of materials and serv- 
ices and the investors and lenders. 
With them it is called upon to negoti- 
ate terms which are reconcilable with 
the objectives of the enterprise. These 
are more nearly now the realization of 
profit, the maintenance of an on-going 
concern, continuing growth and a 
progressive technology. 

Beyond these enterprise goals lie 
the interests of the factors of produc- 
tion which include the investors, the 
managers and the employees. All look 
to the enterprise to satisfy their 
specific expectations. As trustee of 
these interests the management is 
necessarily called on to help them real- 
ize their ends in harmony with the 
long-term enterprise objectives. 
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Advisory Function 


To help attain these ends more di- 
rectly and fully, employee unions are 
needed at all levels of the enterprise so 
as to permit better bargaining. The 
resulting integrated enterprise union 
should be consulted and invited to co- 
operate with the management in the 
examination of the problems, develop- 
ments and experience of the enter- 
prise. 

In other areas, the enterprise ad- 
visory council consisting of represen- 
tatives of the public, communities and 
internal groups within the enterprise, 
including labor, would be expected to 
audit annually the enterprise opera- 
tions and management’s performance 
and render a regular report of its 
findings. 
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As the public large-scale enterprise 
has come to play an increasingly im- 
portant role in our society, it becomes 
vital to provide regular balances with- 
in its structure and audits of its opera- 
tions to help the management steer 
its course more adequately in the light 
of its full trusteeship. 

As the coordinate power centers 
grow larger in size, new external 
guides are vital to direct their be- 
havior in their own and public in- 
terest. The reliance on the present 
open market contest is no longer an 
adequate vehicle for accommodation 
of interests. The above exploration 
must therefore be supplemented by one 
dealing with the techniques for pro- 
viding more directives of public goals 
to the parties. 





She be Ry ho aud Ae ae 
Shih 


[One hundred years ago Richard Cobden, the English statesman whose 
life work was the forwarding of the cause of freedom of trade, negotiated a 
commercial treaty with Louis Napoleon, Emperor of France. By the terms 
of this reciprocal trade pact, tariff barriers on such items as English coal 
and French wine were removed or greatly reduced. Punch, that humorous 
but sharp-eyed critic of current history, wrote the account of Cobden’s 
dealings with the Emperor as if it were a school reader story about a school- 
mistress instructing a pupil. The original is writ-ten in syl-lables like a 
pri-mer, a fun-ny de-vice ra-ther out of date to-day. Reproduced by per- 
mission of Punch.| 


There was a boy in Paris; his name was Louis Napoleon. He was a 
great big boy, and he made all the little boys do what he pleased. Now all 
the little boys wanted to buy all their things in France, when they might 
have sent to England for many of those things, and bought them there 
twice as cheap. Was not this foolish of them? They said, “If we spend all 
our money at home, among ourselves, then none of it will go away to 
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England.” But they forgot that if they bought cheap English things, the 
English would buy cheap French things, and so their money would come 
back again. 

Louis Napoleon was a clever boy as well as a big boy, and he thought 
the little boys were in the wrong. But he had been fond of playing at 
soldiers, with rifles and cannons, and knew more about such things than 
he did about buying and selling. 

Just after he had finished a game of soldiers, which he won, and when 
he was sitting down to rest himself, there came to the town of Paris, 
where he lived in the Tuileries, a nice old lady. Her name was Cobden. She 
did not like playing soldiers at all, but loved to see little boys, and big boys 
as well, play at commerce instead. When they would let her, she was glad 
to teach them those gentle games. Louis Napoleon said to himself, “I 
would like to take some lessons in commerce of Mistress Cobden, so as to 
be able to teach the under boys.” So he went to her house, and asked her 
to come to him and tell him all about it; and Mistress Cobden went and 
told him, and explained every thing to him that he wished to know. 

It was funny to hear her make him spell, — F, r, double e, Free; T, r, a, 
d, e, Trade; — Free Trade; and I, m, p, o, r, t, —Import, and FE, x, p, 0, r, t, 
— Export; and also Tariff and Duty, and so on; and teach him the meaning 
of all those hard words of one, two, and more syllables. At last, when he 
was perfect in his lesson, he went and repeated it to the little boys, to try 
and make them learn it. And then he told them they must now begin to 
let one another go and buy things wherever those things were to be sold, 
and not cry and make a piece of work if French boys dealt with other boys. 

Now French boys are to deal with English boys, and buy coffee and 
sugar, and knives and scissors, perhaps they will not be so ready as they 
were to quarrel and fight. And if they take what we have to sell, we must 
take what they have to sell. We must let their wine in at a low duty. It is 
good wine; some of it is called Claret. Let us pour out a glass of nice 
Claret to drink the health of Dame Cobden, and success to her pupil Louis 
Napoleon in his new game of Commerce and Free Trade. 
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A Troubled Year in Michigan 


During the entire year of 1959 Mich- 
igan and its money problems have oc- 
cupied the center of the stage in a 
political performance certain to be re- 
membered for pungent dialogue, melo- 
dramatic plot, and a long-delayed final 
curtain. No one is likely to bestow a 
Pulitzer Prize on this particular 
drama, but for all its tangled story 
line and multiplicity of actors, it did 
possess a certain fascination, and ele- 
ments of high tragedy and low comedy 
enriched the script. This was no ordi- 
nary play, however, for it dealt with 
taxes, and to witness its unfolding has 
not been an altogether edifying experi- 
ence for the audience, in this case the 
eight million people of Michigan. 

Not since the Depression of the 
1930’s had Michigan been so strapped 
for cash, and never before in the 
state’s history had its legislature re- 
mained deadlocked so long over the 
question of finances. 


An account of the economic, 
political and fiscal problems 


of an industrial giant 


The battle was joined early in the 
spring of 1959, when it became ap- 
parent that the fiscal year 1958-59 
would end with Michigan some $57 mil- 
lion in the red. In presenting a rec- 
ord high budget request for 1959-60 to 
the legislature, the governor asked for 
$140 million in new revenues and sug- 
gested that this increase come in the 
form of a state tax on income. 

Michigan’s hour of reckoning on its 
budget had been long predicted, but 
coming as it did at this particular time, 
a test of political strength was almost 
inevitable. For one thing, there was 
a Democratic governor and a Repub- 
lican legislature, dominating 23-12 in 
the Senate and tied 55-55 in the House. 
In the latter chamber Republicans had 
won control after a heated contest 
that was to serve as a preliminary for 
the bout over taxation. Another source 
of friction was the belief that 1959 
was a year of decision for Williams, 
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that he had his eye on national office, 
and that the opportunity to block his 
aspirations, real or presumed, was not 
to be missed. A tax, therefore, was not 
merely a tax. It was an instrument 
of potent political possibility for both 
sides, and the opposing groups quickly 
split almost solidly along party lines. 
The cleavage between the two houses 
in the legislature also widened. 


THE CRISIS OF CASH 


Why should Michigan, with its im- 
mense industrial riches, ever find it- 
self in so precarious a financial posi- 
tion? One explanation is the 1958 re- 
cession, which hit the state very hard. 
Michigan recovered more slowly than 
did the rest of the country, and unem- 
ployment figures here still remain well 
above the national average. With the 
present heavy emphasis on manufac- 
ture of durable goods, particularly mo- 
tor vehicles, and a decline for some 
years in both military and civilian 
demand for such production, Michi- 
gan’s industrial activity would have 
contracted even without the aggra- 
vating effects of the nation-wide re- 
cession. But coming on top of declin- 
ing automobile production, the reces- 
sion was a double blow. Then, as busi- 
ness volume lessened, sales tax re- 
ceipts, which are heavily depended 
upon for revenue in the state, shrank 
too. A corresponding decline in state 
expenditures, however, did not occur. 

Furthermore, the automobile indus- 
try has turned increasingly to automa- 
tion and to decentralization of plant 
locations. Both of these trends have 
the ultimate effect of reducing em- 
ployment opportunities in Michigan. 

It is generally agreed that a more 
diversified industrial base is needed 
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here, and with this end in view any num- 
ber of groups are hard at work “sell- 
ing Michigan.” Task forces and in- 
dustrial commissions have sprung up 
by the dozens. But considerable con- 
troversy revolves about the saleability 
of Michigan’s climate. This has noth- 
ing to do with temperature and rain- 
fall; it refers to “business climate,” 
which is supposedly measured by tax 
rates, labor union activity, and gov- 
ernmental services — especially as 
these factors compare with other 
states. Greener industrial pastures 
south, east, and west are said to be 
beckoning Michigan firms. Only the 
Canadian border rules out an exodus 
to the north. 


Assets and Service Costs 


Yet even the darkest summary of 
economic difficulties in Michigan can- 
not blot out the state’s undeniable 
assets. A vast industrial complex re- 
mains here which cannot be picked up 
and carried away tomorrow. There is, 
as well, a large reservoir of skilled and 
semi-skilled production workers. A 
beneficent geography places Michigan 
in the midst of lucrative industrial 
markets and adds a further blessing 
of tremendous water resources, now 
greatly enhanced by the long-awaited 
St. Lawrence Seaway. By no means 
the least of its assets is Michigan’s 
rapidly expanding population. 

Growth, however, is an expensive 
asset. Few who boast of Michigan’s 
recent growth—which was exceeded 
last year only by Florida, Texas and 
California—bother to take note that 
more population requires more public 
services. Nor do the services fur- 
nished decades ago by state govern- 
ments suffice any longer in terms of 
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present-day standards and require- 
ments. Mental health facilities, for 
example, do not much resemble what 
they were in prewar years. Profes- 
sional techniques and equipment cost- 
ing considerable sums of money are 
thought to be minimum essentials to- 
day. The old agricultural colleges 
with their limited curriculum can no 
longer hope to serve the tens of thou- 
sands of students who press for edu- 
cation in every field of human en- 
deavor. There are no longer enough 
classrooms to contain the present ele- 
mentary school population or enough 
teachers to instruct them. Elementary 
school attendance in Michigan swelled 
by 70,000 youngsters last September; 
an increase of 350,000 is expected in 
the next five years. The standards of 
public health suitable for a semi-rural 
population no longer serve huge con- 
centrations of people in metropolitan 
areas, nor do the old farm-to-market 
roads aid in untangling rush hour 
traffic around the colossus of Detroit. 

Totally apart from demand for bet- 
ter service to an expanding population 
is the ever-rising cost of providing any 
service whatsoever. All this added ex- 
pense draws on revenues designed to 
serve far fewer people in times when 
the dollar went much further than it 
goes today. 

Everywhere states face essentially 
the same problem: a search for new 
revenues because outmoded facilities 
must be replaced or modernized and a 
variety of new services must be pro- 
vided. Everywhere there is the prob- 
lem of too little money and too much 
to pay for. There have been some sharp 
disagreements about the best way of 
raising new revenues and many a gov- 
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ernor has tangled with his state’s legis- 
lature on this point. But nowhere has 
the search for financial solutions led 
to anything like the performance seen 
in Lansing. 


THE BACKGROUND 


The actual chronicle of events fol- 
lowing last spring’s budget request can 
be briefly stated. It was the highly 
charged political atmosphere in which 
the events occurred that provided most 
of the vivid dialogue. The facts are 
these: the Michigan Senate declared 
its opposition to the governor’s request 
for a graduated income tax and, in- 
deed, to any kind of income tax at all. 
The Senate instead endorsed an in- 
crease in the sales tax. But because 
the sales tax is at present restricted 
by the state constitution to 3¢ on a 
dollar, a use tax of 1¢ was proposed 
to be added to the present sales tax 
base. This would mean that a 4¢ use 
tax would be paid on each dollar of 
articles purchased outside the state, 
and a 3¢ sales tax plus a 1¢ use tax 
on each dollar of sales within the state. 

The House repeatedly rejected this 
tax principle, many representatives of 
both political parties warning that the 
suggested use tax increase was of 
doubtful constitutionality. Other 
House members called the use tax pro- 
posal unfair and noted that it would 
yield insufficient revenue to balance 
the budget, retire the growing deficit, 
or meet future needs. However, a bill 
attempting to link a state income tax 
in “piggy back” fashion to the federal 
income tax was quickly defeated in the 
House. 

Republican members of the legis- 
lature made several attempts to place 
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the question of sales tax increase be- 
fore the public in the April general 
election. Democrats opposed all the at- 
tempts because they were opposed in 
principle to a sales tax. 


Stalemates 


When the new fiscal year began on 
July 1, 1959, the stalemate on taxes 
was already five months old. By then 
several other tax proposals had been 
considered, among them a flat-rate in- 
come tax and an increase in use tax ac- 
companied by a tax on corporate profits. 
The Democrats indicated that either 
of these proposals would be acceptable 
to their party. The concession on 
adopting a use tax increase was widely 
regarded as a major compromise in 
the original Democratic position. 

On July 23 an income tax bill finally 
passed the House, only to die a sud- 
den death in the Senate the very same 
day. Simultaneously the House killed 
the Senate’s use tax increase for the 
fifth time. A few days later the House 
approved the Senate’s 1¢ use tax in- 
crease and also indicated it would 
sanction a 2¢ use tax increase if food 
were exempted. But in either case the 
House insisted on adding a 2 percent 
corporate profits tax. 

The deadlock was broken on August 
31 in the 141st day of the legislative 
session, the longest on record. A bill 
passed both houses adding a 1¢ use tax 
to the existing sales tax base of 3¢. 
The use tax was also extended to cer- 
tain categories not previously covered, 
including state and federal construc- 
tion projects, and hotel and motel 
occupancies. There was also an added 
tax on utilities and bank deposits and 
a small increase in an existing Busi- 
ness Activities Tax. This increase in 
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the BAT, as it is known locally, was 
accompanied by higher exemptions for 
low-profit companies which had pre- 
viously suffered under that levy. (The 
BAT is not designed to tax profits.) 
The governor announced that he would 
sign the new tax bill, but with re- 
luctance. 

Almost at once a taxpayer’s suit was 
filed by an attorney in Detroit, charg- 
ing that the new tax was an uncon- 
stitutional sales tax increase in dis- 
guise. Late in October the Michigan 
Supreme Court concurred in this view, 
declaring that the use tax increase did 
indeed violate a 1954 constitutional 
amendment which limited the sales tax 
to 3¢. 


Current Events 


The Senate, on December 2, ap- 
proved a nuisance tax package despite 
a barrage of protest from public and 
business sources. The bill increased 
taxes on beer, liquor, cigarettes, and 
other tobacco products, and extended 
the sales tax to laundry, dry cleaning, 
and repair services. For several days 
after its passage there was some un- 
certainty as to just what the bill con- 
tained. One draft of it taxed ambul- 
ance and hearse trips as well as bus 
rides—another omitted these. Several 
Republicans in the House did not dis- 
guise their lack of enthusiasm for the 
Senate bill and even within Republican 
Senate ranks there was some trepida- 
tion about this ragbag approach to 
taxes. One Republican Senator said, 
“It will ruin the Republican party.” 
“They’re slitting their throats,” said 
a Democrat. 

A somewhat different set of nui- 
sance taxes passed the Senate on De- 
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cember 17, augmented by a one mill in- 
crease in corporation franchise fees 
and temporary liquidation of the Vet- 
erans’ Trust Fund. The next day this 
revised package passed the House, 
and the 175 day session of the legisla- 
ture finally ended. The nuisance taxes 
finally agreed upon are considered 
“temporary”; they are to remain in 
effect until June 1961, and increase 
charges for beer and liquor, cigarettes 
and tobacco products, and telephone 
and telegraph services. The new meas- 
ure, even with the increased franchise 
fee and the sale of securities in the 
Veterans’ Fund, will yield revenues 
far short of estimated budgetary re- 
quirements—approximately a third of 
the amount originally asked by the 
governor, and only half this sum will 
be available for the current fiscal year. 

No political group in Michigan has 
had kind words for this hastily drafted 
measure. It was hardly worth waiting 
a year for. . 


THE CRISIS OF CONFIDENCE 


It would be misleading to state that 
Michigan’s crisis has been merely a 
crisis of cash. Certainly there was and 
there is likely to continue to be a short- 
age of money to meet the obligations 
for which successive legislatures have 
voted and which the governor has ap- 
proved. But there was, in this stale- 
mate, a crisis of confidence that is 
equally serious. The public has been 
exposed for a year to bitter bickering 
in the legislative halls and in print, and 
to black headlines on the tax issue. It 
was front page news if state employees 
were paid from month to month. There 
were signs of numbness from the long 
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dispute: legislative mail fell off sharp- 
ly. Within the legislature it was diffi- 
cult to muster a quorum and impos- 
sible to do so during the deer hunting 
season. The University of Michigan’s 
Board of Regents asserted that higher 
education in the state was being 
“grievously damaged.” A June 19 
headline in the Lansing State Journal 
read: “Michigan State University 
Begs Money to Pay Staff.” M.8.U.’s 
President Hannah reported “an alarm- 
ing list of faculty resignations.” The 
two largest universities in the state 
then owed some $8 million to thou- 
sands of vendors, while payments to 
local school districts were $28 million 
in arrears. 

Some long-unpaid contractors halted 
work on construction projects; others 
have charged 7 percent interest on 
overdue bills and filled orders only on 
a cash basis. Even during the brief 
period when the use tax increase was 
being collected, the public cupboard 
remained bare as payments to public 
employees, vendors, and school dis- 
tricts pre-empted all available cash. 
Some school districts experienced diffi- 
culty in borrowing money; the long 
steel strike depleted welfare funds in 
a number of counties which then 
looked to the state for relief. The wel- 
fare load in general can be expected 
to increase in the winter, as it does 
every year. 


Name-Calling 


If all of these factors were not 
enough to tarnish Michigan’s reputa- 
tion at home and nationally, there are 
also the endless epithets which filled 
the newspapers. “Socialism” has been 
a frequent charge against the income 
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tax; the specter of Karl Marx regular- 
ly stalked about the capitol. The Sen- 
ate has been called an “impregnable 
bastion of reaction and a concrete pill- 
box.” Charges of “scare propagan- 
dist” and “Paul Revere” have been 
hurled at the governor for allegedly 
alarmist statements. He has also been 
accused of deliberately emptying the 
public treasury in order to force a de- 
cision on taxes. “Harebrained nitwit 
intellectuals” have not escaped notice, 
nor has Lady Godiva and her unique 
solution to tax problems. Proposed tax 
plans have been variously labeled an 
“abomination,” a “monstrosity,” and a 
“can of garbage.” “Fakery,” “phony,” 
and “doublecross” were tossed at op- 
ponents almost daily. In such an at- 
mosphere it was impossible to achieve 
a compromise and tensions were only 
heightened when outside organiza- 
tions, such as the N.A.M., publicly con- 
gratulated the Senate for its unwaver- 
ing position on income taxes. 


Tax Proposals 


It is not that there is any dearth of 
proposals on which a more far-sighted 
compromise is possible. Nor is it mere- 
ly guesswork to calculate how much 
revenue a particular tax will furnish. 
There have been numerous tax studies 
in Michigan, conducted by competent 
experts in the field. The legislature it- 
self, in 1958, sponsored such a study. 
Headed by Republican Representative 
Conlin, a special committee on tax- 
ation engaged a group of university 
economists to examine Michigan’s fis- 
cal problems in considerable detail. 
After studying this report a majority 
of the committee recommended a per- 
sonal income tax graduated from 3 
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percent to 8 percent, a corporate in- 
come tax of 5 percent, repeal of other 
business taxes, and an annual rebate 
of $9 per person to lessen what the 
committee called the “regressive” 
effect of the present sales tax on low 
income and large families in the state. 

The Conlin Committee report was 
not incorporated as a tax bill by the 
administration, but Williams, as pre- 
viously noted, did recommend adop- 
tion of the income tax proposals. 

As the months rolled by and a grad- 
uated income tax seemed doomed, both 
Representative Conlin and Governor 
Williams advocated a flat rate income 
levy which would tax personal income 
at 2 percent, corporate income at 5 
percent, and earnings of banks and 
other financial institutions at 7 per- 
cent. With this levy would come re- 
peal or reduction of existing taxes on 
business. Still later Williams endorsed 
the use tax increase but insisted that 
it be tied to increased taxes on cor- 
porate profits. Altogether the gover- 
nor has offered some 30 tax possi- 
bilities for consideration. A payroll 
tax, flat rate and without exemp- 
tions, gained some support in both 
parties as a possible compromise. But 
the legislature hopes, by means of 
nuisance taxes and the mortgaged Vet- 
erans’ Trust Fund, to postpone the hard 
decision on taxes until next November. 
At that time the voters could settle the 
issue by means of a public referendum. 
Yet even on this point there is strong 
disagreement, almost a year in ad- 
vance, over the wording of such a ref- 
erendum. The Democrats insist on 
placing a corporate income tax pro- 
posal on the ballot; the Republicans 
want this to be a vote only on increas- 
ing sales taxes. The state AFL-CIO 
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threatens its own ballot proposal—one 
dealing with excess profits taxation. 

There was heated discussion of 
Michigan’s business climate through- 
out the prolonged debate on taxes. 
More than one lobbyist testifying be- 
fore the legislature insisted that any 
further taxes on business in Michigan 
would make the climate unhealthy and 
would place Michigan at a disadvan- 
tage compared with other states. 


TAXES IN OTHER STATES 


The hope of finding tax sanctuaries 
in other states persists in the face of 
many facts to the contrary. There is 
only one state among the fifty— 
Nebraska—which has neither a sales 
tax nor a levy on incomes. Since it is 
unrealistic to suppose that all of in- 
dustrial America will squeeze into 
Nebraska, the fact must be faced that 
there are sales taxes or income taxes 
everywhere in the United States, and 
in almost half the states there are both 
forms of taxation. Thirty-five states 
have a general sales tax; in Texas and 
Indiana sales tax is limited to selected 
items. Thirty-six states have a cor- 
porate or personal income tax or both; 
two states levy corporate income and 
sales tax; and twenty-two states levy 
all three taxes. More than one state 
now having only one of these taxes is 
earnestly considering adding another. 


Income Tax 


There is nothing new about state 
taxes on personal and corporate in- 
come, in fact they pre-date federal in- 
come tax legislation by many years. 
Virginia adopted the first state tax on 
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income in 1848. Most state income 
taxes are slightly graduated, ranging 
from a low between 1 percent and 3 
percent to a high between 5 percent 
and 9 percent. Corporate income lev- 
ies, on the other hand, are more often 
at flat rates—5 percent is common. 


The Sales Tax 


The sales tax came almost a century 
later; Mississippi led the way in 1930 
and that decade saw many more adop- 
tions in other states. The sales tax, 
everywhere accompanied by a use tax 
on articles brought in from other 
states, is levied at a rate between 2 
percent and 4 percent. Three percent 
is most common. A levy of 4 percent 
is found in only two states—Pennsy]l- 
vania and Washington—although the 
latter plans to reduce this rate in 1961. 
Food, drugs, and medical supplies (or 
at least one of these categories) are 
exempted from sales tax in ten states. 
All states provide for some categories 
of exemption. Michigan, for example, 
does not impose sales tax on the pur- 
chase of tools, equipment, or ma- 
chinery by automobile companies. 

A sales tax that exempts food and 
drugs is likely to be as “progressive” 
as (or no more “regressive” than) an 
income tax which allows small exemp- 
tions and assesses a flat or barely 
graduated rate. Both taxes, as enacted 
in a number of states, fall most heav- 
ily on lower income people, since the 
rates lack the steep gradation which 
is a feature of federal income tax. Too 
often, however, the labels of “‘progres- 
sive” or “regressive” continue to cling, 
and the onus of passing a wrong- 
labeled tax can be a heavy political 
burden. 
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Corporate Income Tax 


It has been persistently argued that 
a corporate profits tax in Michigan, in 
and of itself, would create a poor busi- 
ness climate. The Big Three in the 
automobile industry have made no 
secret of their support for this view. 
But these same companies must apply 
a different standard in other states 
because Ford, Chrysler, and General 
Motors all have plants in states that 
currently tax corporate income. Ford 
plants can be found in 18 corporate in- 
come taxing states, Chrysler in eight, 
and General Motors in 13 such states. 
Furthermore, most of these plants 
were established in these states after 
and not before the various corporate 
levies were enacted. 

Tax sanctuary for business is a 
mirage; where it does exist it is a tem- 
porary phenomenon, soon to fade and 
disappear. No state can function to- 
day without tax revenues from indus- 
try sources. In all states the tax bur- 
den is likely to increase. The chances 
of its decreasing or even remaining 
constant are not promising. The possi- 
bilities of “escape from income tax” 
are likewise no longer very real. 


AN ANTIQUATED CONSTITUTION 


In its efforts to postpone the hard 
decision on taxes as long as possible, 
the Michigan legislature is actually 
aided by the state’s 52-year-old con- 
stitution. This document pegs the sales 
tax at 3 percent and requires voter 
approval of any change in this rate. 
Since the effort to circumvent the re- 
striction by means of a use tax in- 
crease was declared illegal, there is 
now no alternative to a public ref- 
erendum if the sales tax is to be in- 
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creased in an effort to enlarge rev- 
enues. But even assuming that there 
is a favorable public vote on increas- 
ing sales taxes, the general fund will 
benefit very little since another re- 
strictive constitutional amendment re- 
quires that 5/6 of sales tax monies be 
set aside for schools and local govern- 
ments. Earmarking this most fruitful 
source of revenue in Michigan has 
been criticized by state leaders of both 
political parties. If it continues, all the 
fiscal troubles which now plague Mich- 
igan will soon recur, whether or not 
the sales tax rate is raised. 

Gasoline and motor vehicle taxes are 
similarly earmarked for highway pur- 
poses, a practice followed in a number 
of states. Other specialized funds are 
also earmarked—in 1957-58 $673.1 mil- 
lion out of $992.5 million in total rev- 
enue were earmarked in one form or 
another. Unrealistic debt ceilings im- 
posed by the 1908 constitution have 
had to be revised periodically. The 
constitution of Michigan is now a 
shapeless mass of often inconsistent 
provisions. 


Reapportionment 


Sharp criticism is leveled at the con- 
stitution for still another of its pro- 
visions, which specifies the boundaries 
of Senate districts for representation 
in the legislature. Because the bound- 
aries are thus frozen, reapportion- 
ment in the Senate is virtually impos- 
sible and Michigan voters have a very 
unequal voice in state affairs, depend- 
ing entirely on where they happen to 
live. Many other states face this prob- 
lem but it is highlighted in Michigan 
because of the recent difficulties in 
reaching a political compromise. Some 
senators now represent fewer than 
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50,000 people while others, in fast 
growing metropolitan areas, speak for 
more than half a million. 

There is bi-partisan agreement that 
Michigan’s legislature needs to be re- 
apportioned and that the state needs a 
new constitution. There is consider- 
able disagreement as to how these aims 
can be effected. The Democrats in 
particular do not believe a constitu- 
tional convention could accomplish 
much of value since the convention 
delegates would be elected from pres- 
ent Senate districts, as required by the 
constitution, and the Republicans have 
firm control in the Senate. The League 
of Women Voters has said that it will 
press for an amendment broadening 
the basis of delegate selection. Once 
having gained that objective, the 
League will endorse the writing of a 
new constitution for Michigan. 


THE FUTURE 


There is no doubt that Michigan 
needs a modernized constitution, one 
no longer honeycombed by tax diver- 
sions and other restrictions. Nor is 
there any doubt that a reapportioned 
legislature would more accurately re- 
flect the great shifts in population with- 
in the state. In the past six state elec- 
tions a Democratic governor has been 
chosen, often by large majorities, but 
not once during his tenure has Repub- 
lican control of the legislature been 
shaken. Redrawing district bound- 
aries may not prevent any future po- 
litical impasse but the hope is that this 
would become less probable. 

It is possible, however, that the po- 
tential gains from reapportionment 
are overestimated. Even in the lower 
house, where apportionment is less dis- 
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torted, the Democrats in 1958 were 
able only to tie the Republicans 55-55. 
Also, some of the most outspoken Re- 
publican critics of the administration 
now in the Senate do not come from 
the least populated areas where a re- 
apportionment would be most effec- 
tive. 

A new constitution and even drastic 
reapportionment will still not solve all 
of Michigan’s problems. The state’s 
economy is now so dependent on the 
automobile industry that any marked 
decline in automobile production has 
very serious effects. A broader indus- 
trial base must be established in Mich- 
igan, and soon, for a growing popula- 
tion needs more jobs than ever to 
maintain high employment levels. 
Stable new revenues of sufficient yield 
must be found to cope with the de- 
mands of this expanding population, 
which now depletes public funds faster 
than they can be accumulated from 
present sources of taxation. 

But Michigan is being frustrated in 
terms of the very things it needs most. 
Confusion and delay do not inspire 
confidence in a state’s industrial prom- 
ise and do not make an attractive 
climate for luring more industry. Po- 
litically inspired charges and coun- 
tercharges do not pay overdue bills 
and do not reduce high interest rates 
on large sums of borrowed money. 
Black headlines do not increase pub- 
lic awareness of basic fiscal problems. 

The black mark left on all state and 
local governments by the muckrakers 
half a century ago was a long time in 
fading, and public confidence in pub- 
lic officials was slow to return. In 
more recent years the states have 
lamented the erosion of their powers 


in favor of the federal government, 
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and state legislatures have suffered a lature unable to legislate. This view of 
steady loss in prestige. Now there is one state does irreparable harm to the 
this new image of a giant among states _ cause of all state government, and does 
on its knees for a year, with its legis- nothing for the people of Michigan. 





jf ee a hill Sin » * 


The conscientious filler-out of Form 1040 is now on the home stretch. 
He is running his race toward April 15 under the burden of a national debt 
of $285 billion, with current federal government expenses of $80 billion. 
We invite him to put his feet up for five minutes and read the following 
editorial, “Our National Bankruptcy,” from Harpers Weekly for January 
7, 1860: 


By the showing of the Secretary of the Treasury the income of the United States 
falls short of the expenditures by thirty million dollars. This amount is borrowed from 
year to year to pay for the service of Government. How long is this to last? 

The United States are the only country in the world whose income is dependent on 
the precarious and fluctuating resource of foreign trade. All other countries raise a 
revenue squarely and fairly by taxing their people honestly for the expenses of Govern- 
ment. Our financiers have never had the pluck to face the question, and to say to the 
people of the United States: If you want a sixty million Government, tax yourselves to 
pay for it. 

The President, seeing the impossibility of getting on with the present deficiency of 
revenue, recommends an increase in the tariff. No such measure will be adopted by 
Congress. An average duty—15 per cent.—as levied by the tariff of 1857—is quite as 
much as people ought to pay on the goods they require from abroad; and, besides, the 
slavery question has for the present so completely eclipsed the tariff, that there is very 
little chance of the latter becoming seriously considered. 

There is a great name in store for the financier who shall have the courage and the 
sagacity to undertake a thorough reform of our financial system, so as to render the 
public revenue independent of the fluctuations of trade. Sooner or later we shall come 
to this. It is absurd to expect that this great country will go on forever alternating be- 
tween bankruptcy and plethora, when a direct tax might be levied with so little incon- 
venience and so much fairness. Where is the claimant for this post of fame? 
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The 1959 Labor Law 


On September 3, 1959, a House-Senate 
Conference Report signaled the first 
major change in the nation’s labor law 
in twelve years. The Report was sub- 
sequently signed into law by President 
Eisenhower on September 14, with 
various portions of the law to go into 
effect from 30 days to a year after the 
President’s signing. 

Since passage of the Taft-Hartley 
Act in 1947, Congress has frequently 
occupied itself with the question of 
additions and changes to that law. But 
labor legislation is fraught with poten- 
tial political consequences for con- 
gressmen, and consequently the pre- 
dominant feeling among them has 
often been that it is better to do 
nothing than to flirt with possible loss 
of political support. The organizations 
that typically ranked themselves on 
either side of any legislative proposals 
were impressive ones. Hence, except 
for some minor changes in Taft-Hart- 


Pertinent background information 
and the significance of specific 
provisions of the new legislation 


ley in 1951,! and considering only leg- 
islative and not administrative 
changes in the law, we have had 
twelve years under the same law. The 
revelations of the McClellan Commit- 
tee and consequent intensified pub- 
licity contributed in large measure to 
the additions and changes of 1959. 
The aim here is to describe the pro- 
visions of the 1959 legislation. In 
some areas the writer will try to give 
pertinent background information or 
to elaborate upon the significance of 
specific provisions. In general, Titles 
1 through 6 of the Labor-Management 
Reporting and Disclosure Act of 1959 
represent additions to the law and 
deal mostly with the internal affairs 
of unions: elections, disciplining of 
members, establishment of trustee- 
ships over local unions, etc., as well as 
providing for the reporting to the Sec- 
retary of Labor of certain types of 
information by both unions and em- 
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ployers. Title 7, the last, is concerned 
with changes and additions to the 
Taft-Hartley Act and its provisions lie 
generally in the area of union activi- 
ties in relation to employers, rather 
than in the area of internal union 
functioning. 


TITLE 1—“BILL OF RIGHTS” 


Members of labor unions are as- 
sured equal rights to vote in union 
elections, attend meetings and freely 
express their views on union affairs, 
subject to “reasonable” rules and reg- 
ulations of the union. For local unions, 
dues and initiation fees can be raised 
and assessments levied only by major- 
ity vote of members at a membership 
meeting or in a membership referen- 
dum. For the international union, 
these changes can be made only 
through majority vote of delegates to 
a convention, majority vote of mem- 
bers in a referendum or majority vote 
of the union’s executive board subject 
to subsequent convention ratification. 

No union shall limit the right of a 
member to initiate any legal action or 
to appear as a witness. However, a 
union can require that a member first 
exhaust the union’s own hearing pro- 
cedure (not to exceed four months in 
time) before instituting legal action 
against it. And no employer can 
finance or encourage such legal action 
by a member against the union. No 
member may be “fined, suspended, 
expelled or otherwise disciplined ex- 
cept for nonpayment of dues” unless 
he has been “(A) served with written 
specific charges; (B) given a reason- 
able time to prepare his defense; (C) 
afforded a full and fair hearing.” 

In case of any violation of the above, 
persons may bring a civil action in a 
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district court of the United States for 
relief, including injunctions. And 
unions must make available copies of 
labor contracts to members and sub- 
ordinate units requesting them and 
affected by them, which provision can 
be supported by district court action 
brought by the Secretary of Labor. 

Finally, “Every labor organization 
shall inform its members concerning 
the provisions of this Act.” 


Effect of Title 1 


With regard to this Title 1, and in 
spite of the wide publicity given to a 
“Bill of Rights” for union members, 
its impact upon the functioning of 
unions will likely be less than any 
other section of the new law. The re- 
quirements upon the union as an in- 
stitution, namely the measures dealing 
with dues increases and with the avail- 
ability of collective bargaining con- 
tracts, are in line with established 
general practice among unions. Yet 
they will help prevent the few ex- 
tremes of union conduct in this area 
as revealed by the McClellan Commit- 
tee. In other words, the impact will be 
slight but desirable. 

As for the remainder of Title 1, 
dealing mostly with the rights of 
members in relation to their union, 
the law does little more than codify the 
existing attitude of the courts toward 
cases arising in this area. The rights 
of the individual are subject to the 
“reasonable” rules of the institution, 
and “reasonable” will continue to be 
interpreted by the courts. Balancing 
the individual rights of members 
against the institutional right of the 
union to protect itself as an institution 
is a delicate question that has long in- 
trigued students of American union- 
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ism. The two considerations are often 
contradictory, a gain for one side 
meaning a loss for the other. And the 
hairline of balance will vary with the 
issue and with the circumstances. 
Hence, one could not expect the law to 
attempt to deal with the myriad detail 
of this problem. 


Court Action 


Note too that enforcement of this 
title relies upon the aggrieved indi- 
vidual initiating court action. This has 
always been available to the union 
member, but ignorance, fear, finances 
and the slowness and complexity of the 
procedure have kept many worthy 
cases from court scrutiny. This is 
likely to continue, though the require- 
ment that unions inform their mem- 
bers as to the provisions of the act and 
the act’s general publicity may make 
union members somewhat more aware 
of their rights. 

Finally, there remains doubt as to 
whether we should rely upon the court 
system for review of this broad area 
concerning the individual member in 
relation to his union. The more gen- 
eral adoption of “impartial review 
boards” to hear union disciplinary 
appeals could serve as a more fre- 
quently utilized, closer-to-the-scene, 
and more efficient means of striking 
some balance between members’ rights 
and union institutional security.? 


TITLE 2—REPORTING 


Section 201 of this title, dealing with 
reports of labor organizations, makes 
changes in an area that had previously 
been contained in the Taft-Hartley 
Act. T-H had required that unions file 
rather extensive organizational and 
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financial information with the Secre- 
tary of Labor and that their officers 
file non-communist affidavits before 
the union could utilize the services of 
the National Labor Relations Board. 
That is, a union had to do both of these 
before it could file unfair labor prac- 
tice charges against an employer with 
the NLRB and before it could appear 
on an NLRB ballot in a representation 
election. 

Section 201 repeals both these re- 
quirements of T-H. But it restates the 
reporting requirements of T-H, adds 
to them, and makes provision for their 
availability to union members. Penal- 
ty for failure to report or for falsify- 
ing information then becomes the 
$10,000 fine and/or one year’s im- 
prisonment which applies to all report- 
ing requirements of Title 2. 

To sum up, Section 201 of this title 
changes Taft-Hartley by adding to the 
required information to be filed by 
unions, making specific provision for 
the availability of this information to 
union members and to the public, and 
substituting criminal penalties in place 
of ineligibility to use the NLRB as the 
penalty for non-compliance. The lat- 
ter will terminate a situation in which 
inconsistency in public policy was the 
extravagant price paid merely for the 
sake of a weak enforcement provision. 
Under Taft-Hartley the United Mine 
Workers has served as a frequent re- 
minder of the case of the non-comply- 
ing union. Hence its rights to use the 
NLRB for charging employers with 
unfair labor practices and for holding 
representation elections were with- 
drawn. As an organization the UMW 
has been strong enough to thrive with- 
out NLRB protection against employer 
unfair labor practices. But also af- 
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fected was the right of employees, in 
free NLRB elections, to choose their 
bargaining agent. What of the case 
where the majority of employees sup- 
ported the non-complying union? 
Here, too, was inconsistency in public 
policy for the mere sake of enforce- 
ment, though the courts in recent 
years have held that the NLRB could 
not deny the right of free choice and 
if necessary would have to turn the 
election over to an independent agency 
in order to achieve both free choice 
and satisfy T-H provisions against a 
non-complying union using the elec- 
tion machinery of the NLRB. 


Affidavits and Reports 


Of course, this peculiar enforcement 
provision of T-H stemmed in part 
from the question of what was to be 
done in the case of those unions whose 
officers did not file non-communist 
affidavits. Those affidavits left much to 
be desired as a device for reducing the 
number of communists holding official 
union positions. The 1959 law deals 
with the question more directly, as 
contained in its Title 5, discussed be- 
low. This enables the law to treat en- 
forcement separately and directly, and 
not intertwine it with substantive 
provisions of the law to the possible 
detriment of both the provisions and 
the enforcement. 

Section 202 of this title provides for 
the reporting by union officers, as well 
as by union employees with some de- 
gree of responsibility in their duties 
within the union. Generally, they must 
report for themselves and their im- 
mediate family any security or in- 
terest in, or any income derived from, 
1) an employer organized by the 
union, 2) an employer which the union 
is attempting to organize, 3) business 
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transactions with employers such as 
above or with the union. These ex- 
clude “legitimate” interests and pay- 
ments which are defined both in this 
section and in Section 302 of T-H, in- 
cluding securities traded on a national 
exchange, normal wages and fringe 
benefits accruing as an employee, etc. 


Reports by Employers 


Requirements for reports by em- 
ployers are contained in Section 203. 
They must report loans and payments 
to union representatives, again with 
“legitimate” exceptions, and also pay- 
ments to employees or expenditures 
for the purpose of influencing the 
exercise of the employees’ right to 
organize and bargain collectively. 
They must report any arrangement 
with a labor relations consultant for 
such purpose, or for supplying infor- 
mation on employees or the Union dur- 
ing a labor dispute. Any consultant 
engaged in such activity must make a 
report of all receipts and disburse- 
ments in connection with any labor 
relations activity. 

In treating employer expenditures 
to influence employees’ use of their 
right to organize, Section 203 specif- 
ically includes any expenditure which 
would “interfere with, restrain, or 
coerce” employees in the exercise of 
those rights. Now this is precisely the 
language T-H uses, and the Wagner 
Act used before it, in describing an 
unfair labor practice for employers. 
In fact, Section 203 says specifically 
that the meaning of these words is 
precisely the same as in the T-H Act. 
The net effect is that the 1959 law 
requires the employer to report his 
own unfair labor practices, with crim- 
inal penalties if he fails to do so. And 
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since all reports must be made public 
information by the Secretary of 
Labor, it would be a simple matter for 
a union to use any such reports as the 
basis for instituting unfair labor prac- 
tice charges against the employer be- 
fore the NLRB. On the face of it, this 
smacks of requiring a person to give 
evidence against himself, and is thus 
a violation of the Fifth Amendment. 
Also, would an employer who was 
found by the NLRB and courts to have 
engaged in the unfair labor practice of 
“interference, restraint or coercion” 
of employees in their right to organ- 
ize be subject to the criminal penalties 
of the 1959 law if he had not pre- 
viously reported that he had engaged 
in these activities? 


TITLE 3—TRUSTEESHIPS 


Labor unions are required to file 
semi-annual reports of trusteeships 
established over subordinate units, the 
initial report to be filed within thirty 
days after enactment of the act or the 
imposition of the trusteeship, which- 
ever is sooner. These reports are to 
include reasons for imposition, the ex- 
tent to which the subordinate unit’s 
membership participates in the elec- 
tion of both delegates to conventions 
and officers of the parent union, and 
the financial condition of the subordi- 
nate unit. Provisions of the previous 
title apply in that the reports are to 
be made available to the membership 
by the union, and made public infor- 
mation and available to the states by 
the Secretary of Labor. Also the union 
must keep verifying records for these 
reports, and the Secretary of Labor 
may bring civil action in district court 
upon evidence of violation of these 
reporting requirements. Any person 
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who willfully fails to make a required 
report or who knowingly falsifies re- 
ported information is subject to 
$10,000 fine or one year’s imprison- 
ment, or both. 

Trusteeships must be established in 

accordance with the constitution of the 
union, 
and for the purpose of correcting corruption 
or financial malpractice, assuring the per- 
formance of collective bargaining agreements 
or other duties of a bargaining representa- 
tive, restoring democratic procedures, or 
otherwise carrying out the legitimate objects 
of such labor organization. 
During a trusteeship the votes of dele- 
gates from the trusteed subordinate 
unit shall not be counted at any con- 
vention or election of officers unless 
those delegates were elected through 
secret ballot by the members of that 
unit. And the funds of the sub- 
ordinate unit cannot be transferred to 
the parent union, except for the nor- 
mal per capita tax and assessments 
payable by the subordinate unit. The 
same penalties of fine and/or im- 
prisonment apply for willful violation. 
Either the Secretary of Labor or an 
affected union member may bring civil 
action also, with injunction as one 
form of relief. In any such civil case 
the burden of proof shifts to the union 
after a trusteeship has been in exist- 
ence for eighteen months, in that such 
trusteeship will be declared invalid 
and discontinued unless the union 
proves its continuance is necessary to 
achieve one of the purposes quoted 
above. 

The aim of the law in this title was 
again determined by the target as de- 
fined by the hearings of the McClellan 
Committee. A- few unions have se- 
riously abused the customary right of 
the international union, under the or- 
ganization’s constitution, to establish 
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a trusteeship or “administratorship” 
over member locals. The right is 
understandable in the light of organ- 
izational necessity and for the reasons 
as quoted above. Unfortunately, in 
some cases the international leader- 
ship has used its organizational right 
to establish trusteeships in order to 
throw out local leaderships politically 
opposed to them, to install loyal sub- 
ordinates for lengthy periods of time, 
while denying usual rights of the mem- 
bership and confiscating funds. In 
this instance the law draws a more 
precise boundary in the difficult area 
of institutional discipline v. individual 
rights, and in citing comparatively 
specific allowable reasons for trustee- 
ships it provides the courts with a 
more clear-cut framework for deci- 
sions. 


TITLE 4—ELECTIONS 


National or international unions 
shall elect officers at least once every 
five years either by membership secret 
ballot or at a convention of delegates 
chosen by secret ballot. Local unions 
shall elect officers at least once every 
three years by membership secret bal- 
lot. Officers of intermediate union 
bodies (joint boards, trades councils, 
etc.) shall be elected at least once every 
four years either by membership 
secret ballot or by union officers who 
themselves have been elected by secret 
ballot. 

Internationals and locals must com- 
ply with reasonable requests of can- 
didates for union office to distribute, at 
the candidate’s expense, campaign lit- 
erature to all union members, and 
must refrain from _ discrimination 
among candidates with respect to the 
use of membership lists or the dis- 
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tribution of campaign literature. 
Within thirty days prior to an election, 
each candidate shall have the right to 
inspect a list of members who are sub- 
ject to a contractual union shop pro- 
vision, which list must be maintained 
by the union. Thus a union must dis- 
tribute a candidate’s literature to all 
members but is required to allow the 
candidate to inspect only a list of those 
members under a union shop clause. 
So it would appear that a local candi- 
date where there is no union shop has 
no access to the membership list, and 
an international candidate has no ac- 
cess to lists of members in right-to- 
work states. Yet the union must dis- 
tribute his literature to those mem- 
bers. It is difficult to discern the 
rationale for the more limited access to 
membership lists. And must the inter- 
national maintain a separate list of 
union-shop members? Or would it be 
considered in compliance with the law 
if it simply allowed all candidates to 
examine its complete list? 


Opportunity for Candidature 


Reasonable opportunity shall be 
given for the nomination of candi- 
dates. Every member in good standing 
shall be eligible to be a candidate* and 
shall have the right to support any 
candidate without reprisal of any kind 
by the union. A member cannot be 
declared ineligible to vote or to be a 
candidate because of alleged delay or 
default in dues payment if he is sub- 
ject to a check-off of dues. Each mem- 
ber must be sent an election notice by 
the union not less than 15 days before 
the election. The votes of local unions 
shall be tabulated and published sep- 
arately, and the ballots and election 
records must be preserved for one 
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year. Dues and assessment receipts 
of a labor organization may be used 
to publish factual statements of issues 
and to meet election expenses, but shall 
not be used to promote a candidate. 


Enforcement 


The Secretary of Labor, upon the 
application of a local union member, 
can determine that the constitution of 
the local does not provide adequate 
procedure for the removal of an offi- 
cer guilty of serious misconduct. He 
then can direct a hearing and a sub- 
sequent secret ballot election among 
the membership for the purpose of 
removing the officer. The Secretary is 
directed to establish minimum stand- 
ards and procedures for determining 
the adequacy of the removal procedure 
in local unions. 

In the enforcement of these various 
election requirements, the Secretary of 
Labor again plays a key role. A union 
member who has exhausted the reme- 
dies available under the union’s consti- 
tution, or who has invoked those 
remedies without obtaining a final de- 
cision within three months, may file 
a complaint with the Secretary that 
any of the above lengthy requirements 
has been violated. The Secretary may 
then bring court action against the 
union. The court, upon the evidence, 
may declare an election void and order 
another under the direction of the Sec- 
retary. Such a new election cannot be 
delayed by a union appealing the deci- 
sion of the court. 

The election regulations of this title 
go into effect 90 days after enactment 
of the act in the case of a union whose 
constitution can be modified by its 
officers or governing body. In the case 
of unions whose constitutions can only 
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be changed by convention action, the 
law goes into effect at the next con- 
vention or one year from the date of 
its enactment, whichever is sooner, for 
if no convention is held during the one 
year, the governing body of the union 
is empowered to make the necessary 
constitutional changes for conform- 
ance to these regulations. 


TITLE 5—SAFEGUARDS 


This portion of the law begins by 
generally describing the position of 
trust held by union officers and their 
duty to handle funds solely in the in- 
terest of the union and its members, 
to refrain from having conflicting per- 
sonal or pecuniary interests and to ac- 
count to the union for any profit re- 
ceived through activities in their 
capacities as union officials. Members 
have the right to sue for damages or 
recovery of funds for violations of 
these general requirements, should the 
union itself refuse to seek appropriate 
relief. In addition, penalties of 
$10,000 fine, 5 years’ imprisonment, 
or both, are provided for union officers 
who embezzle or steal union funds or 
convert them to their own or another’s 
use. 

Title 5 goes on to provide that offi- 
cers of labor organizations with prop- 
erty and annual receipts in excess of 
$5,000 shall be bonded for an amount 
not less than 10 percent of the funds 
handled by the officer, and not more 
than $500,000. Furthermore, unions 
shall not make loans to an officer in 
excess of $2,000, and neither a union 
nor an employer is permitted to pay 
the fine of any officer or employee con- 
victed of violation of the act. Fines 
and imprisonment again are provided 
for violators. 
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Persons who are or have been mem- 

bers of the Communist Party or who 
have been convicted for various offens- 
es (ranging from murder and rape to 
violation of sections of this Act) 
cannot serve as officers of labor organ- 
izations, as labor relations consultants 
or as agents of employers’ associations 
dealing with labor organizations. This 
applies during Communist Party mem- 
bership and for five years thereafter, 
and for five years after conviction or 
after imprisonment resulting from 
conviction, unless within the 5 years 
(A) his citizenship rights, having been re- 
voked as a result of such conviction, have 
been fully restored, or (B) the Board of 
Parole of the United States Department of 
Justice determines that such person’s service 
in any capacity [described above] would not 
be contrary to the purposes of this Act. 
The law further provides that when 
the disqualification is on the basis of 
a conviction, the above provisions 
apply “regardless of whether such con- 
viction occurred before or after the 
date of enactment of this Act. Fines 
and imprisonment penalties apply to 
those who “knowingly permit’ such 
persons to hold such positions, in addi- 
tion to any person who “willfully vio- 
lates” these provisions. 

Section 505 of Title 5 enlarges upon 
prior T-H restrictions on payments to 
employees or union officials beyond 
those specifically defined as legitimate. 
Payments to employees or union of- 
ficials for the purpose of influencing 
employees’ exercise of their right to 
freely organize are prohibited. For a 
person to demand or receive such pay- 
ment is also unlawful. In addition, it 
is unlawful for a union or its officers 
to demand or accept a fee in connec- 
tion with the unloading of a motor 
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vehicle; a provision aimed at a prac- 
tice which has occurred in longshor- 
ing and trucking. 


TITLE 6—MISCELLANEOUS 
PROVISIONS 


In the main, this title is concerned 
with preventing conflict with other 
statutes, and with granting the Secre- 
tary of Labor some _ investigative 
powers and permission to seek assist- 
ance from other government agencies. 
Unions are prohibited from disciplin- 
ing individuals for the exercise of 
their rights under the Act, and any 
violence to a similar end is subject to 
penalty. The ban against extortionate 
picketing is also found here, phrased 
as picketing for ‘“‘the personal profit 
or enrichment of any individual” with 
the exception of bona fide wages or 
employee benefits. 

Now much of the above involves the 
government in the internal affairs of 
unions to an unprecedented degree. 
And these titles can be expected to 
halt the extreme abuses of some union 
officials that have so often captured 
the headlines. Yet these were prac- 
tices of a small minority of union 
officials and it would be easy to over- 
estimate the impact of these regula- 
tions on internal union affairs. 

Granted that many of the provisions 
are in the democratic tradition, they 
cannot be expected to result in a rela- 
tive shift from bureaucracy to democ- 
racy in the general functioning of 
American unions. True, they consti- 


tute something of a democratic frame- 
work, but within that framework the 
affairs of most union households will 
be conducted much as before. A turn- 
over of elected union officials will con- 
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tinue to be rare, membership attend- 
ance at regular union meetings will 
continue to be low, the trend of in- 
creased centralization of decision- 
making in unions is likely to continue, 
etc. These factors are not cited in 
criticism of unions, but rather as char- 
acteristics of union functioning whose 
causes lie deep in the unions’ social, 
economic and industrial environment. 
The conflict of the pressure of neces- 
sity and efficiency toward bureaucracy 
with ideals and traditions of grass 
roots participation has been a major 
concern both within and outside of 
American unions. The 1959 law can- 
not be expected to resolve or signifi- 
cantly change that conflict. 


TITLE 7—AMENDMENTS 


The major changes in T-H are in the 
following areas: 


e Federal-State Jurisdiction 


During the years since passage of 
T-H the NLRB had successively nar- 
rowed its jurisdictional standards, so 
that more and more cases near the 
borderline of “interstate commerce,” 
though still legally under federal juris- 
diction, would not be accepted by the 
Board. This left an ever-widening no 
man’s land in labor law administra- 
tion, where persons involved had re- 
course to neither state nor federal ad- 
ministrative agencies. The provision 
of T-H allowing the NLRB to cede its 
jurisdiction to state agencies was of 
little help because of the restraining 
provision that the state law, on the 
issue in question, could be inconsistent 
in neither its language nor its inter- 
pretation. 
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The 1959 law provides that the 
NLRB must not narrow its jurisdic- 
tional standards beyond those of Au- 
gust. 1, 1959 and permits state and 
territorial agencies to assert jurisdic- 
tion over those cases which the NLRB 
declines. In other words, jurisdiction- 
al standards of the NLRB are held as 
is, while state agencies expand at the 
borders. Nothing is said about the 
consistency of state or territorial law 
with federal law, and the result is the 
wider application of often substantial- 
ly diverse laws. Greater overall uni- 
formity in public labor policy could 
have been gained by having the NLRB 
do the expanding at the borders. With 
the Board’s burdensome case load, this 
undoubtedly would have necessitated 
an expansion of NLRB personnel and 
facilities. Additional federal cost 
would have been involved. But there 
remains doubt whether the states and 
territories can more easily assume the 
greater burden, in addition to the 
question of their diverse administra- 
tion as compared to the uniformity of 
federal administration. 


e Economic Strikers 


Section 9(c) (3) of T-H contains 
the sentence: “Employees on strike 
who are not entitled to reinstatement 
shall not be eligible to vote” (in a rep- 
resentation election). The provision 
often has been attacked as disenfran- 
chising those employees who may have 
the greatest stake in the outcome of a 
representation election. It provides 
the employer with the weapon of “‘per- 
manently replacing” strikers with 
strongest pro-union sentiment. Hence 
it often has been recommended that 
this provision of T-H be changed. 
President Eisenhower’s legislative 
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suggestions to Congress have con- 
tained the recommendation several 
times. 

The 1959 law substitutes the follow- 
ing for the above T-H sentence: 


Employees engaged in an economic strike who 
are not entitled to reinstatement shall be 
eligible to vote under such regulations as the 
Board shall find are consistent with the pur- 
poses and provisions of this Act in any elec- 
tion conducted within twelve months after the 
commencement of the strike. 


In other words, replaced economic 
strikers have the right to vote in rep- 
resentation elections, subject to a time 
limitation and administrative regula- 
tions of the NLRB. 


e Boycotts and Recognition Picketing 


The so-called “secondary boycott” 
provisions of T-H, contained in Sec- 
tion 8 (b) (4), are lengthy and in- 
volved. Court interpretations of these 
provisions are much more so. No at- 
tempt at their description can be made 
here. Hence the 1959 changes must 
be discussed with the assumption of 
some knowledge of these provisions on 
the part of the reader. 

Section 8(b) (4) of T-H made it an 
unfair labor practice for a union to 
induce employees to strike or refuse to 
handle goods as a means of furthering 
certain purposes. The 1959 law uses 
the terms individual and person in its 
changes in this section, so that a single 
case of such inducement by the union 
can constitute an unfair labor practice. 
It also expands the purposes of such 
union conduct to include the negotia- 
tion of a so-called “hot cargo” agree- 
ment with an employer. In fact, it be- 
comes an unfair labor practice for 
both the employer and union to agree 
upon a “hot cargo” clause, and such 
agreements are declared unenforce- 
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able, but with the exception of sub- 
contracting practices in the construc- 
tion and clothing industries. The 
major impact of these changes, of 
course, will be in the trucking in- 
dustry. “Consumer boycotts,” in the 
sense of general publicity for struck 
goods, are permitted so long as they 
do not induce secondary employees to 
cease handling the struck goods. 
Recognition or organizational pic- 
keting by a non-certified union is de- 
clared an unfair labor practice when 
the employer has lawfully recognized 
another labor organization, when a 
valid representation election has been 
held during the preceding twelve 
months, or when such picketing has 
continued for thirty days without an 
election petition being filed with the 
NLRB. But the 1959 Law goes on to 
say that picketing under the above 
third situation is permissible so long 
as it does not have the effect of induc- 
ing other employees not to handle the 
goods of the struck employer. What 
might be termed “pure display” picket- 
ing is permitted. No doubt this will 
give rise to some difficult distinguish- 
ing for the courts. But these new re- 
quirements for organizational picket- 
ing do give some legislative guideposts 
that appear preferable to the recent 
attempts of the NLRB to prohibit or- 
ganizational picketing as a form of 
union interference with the right of 
employees to freely choose their bar- 
gaining agent, attempts that have been 
rather unsuccessful in the courts. 


e Building and Construction Industry 


In brief, the new law allows employ- 
ers and unions in this area to negotiate 
agreements that employees will be- 
come union members within seven 
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days after hiring or after negotiation 
of such agreement, whichever is later. 
The agreements may also require that 
the employer notify the union of em- 
ployment opportunities so that the 
union may refer applicants, and may 
establish training or experience re- 
quirements for jobs or job preference 
on the basis of seniority. 

This is in recognition of the general 
inadequacy of the T-H union shop as 
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a union security measure in the build- 
ing industry, where transient employ- 
ment is the rule. This inadequacy has 
resulted in the widespread ignoring 
of T-H union security restrictions, by 
the mutual consent of employers and 
unions. The divorce of reality from the 
law is likely to continue in this area, 
however, for the 1959 law also ex- 
plicitly states that state right-to-work 
laws shall continue to take precedence 
in this area. 





1. The most important of these removed the 
requirement that the employees of a bargain- 
ing unit must vote in favor of a union shop in 
an NLRB election before such a requirement 
could be negotiated by the union. 

During four years of NLRB administration 
of such elections, over 95 percent had resulted 
in a majority of eligible voters authorizing 
the union shop. 

2. See the December 22, 1958, issue of Soli- 
darity, the UAW publication, pp. 4-7, for a 
report by that union’s Review Board. 


3. But subject to the prohibitions of Title 5 
regarding Communist Party membership or 
criminal conviction, described below, and to 
“reasonable qualifications uniformly im- 
posed.” 

4. However, it would seem that this pro- 
vision, smacking of ex post facto law, is of 
doubtful constitutionality. Should the law 
be applied to persons affected because of con- 
viction less than five years prior to enactment 
of this law, this question may come before the 
courts. 


Industry and Community 


Big industries are properly reluctant to assume a parent role in com- 
munity development. They encourage their workers to participate in mak- 
ing the municipality into a good community. The result may not be perfect, 
but it is more lovable than the spotless efficiency of the benevolent father. 

The welfare municipality may be noble in motive, but it provides more 

and more things for men which once they provided for themselves. This 
involves making decisions for men which once they made for themselves, 
and undertaking responsibilities which once were theirs, and thus diminish- 
ing the special qualities that distinguish man from animals and vegetables, 
the special qualities that make him man. 
. . . Municipalities become good communities more by the positive actions 
of good men and women than by the repression or extermination of evil. 
Negative aims are not enough. We need the invigorating stimulus of sup- 
porting some cause dynamically or pursuing some purpose fervently. 


(from the October, 1959 Monthly Letter of the 
Royal Bank of Canada. Reproduced by permission) 
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Rigor and Ritual 


in Plant Location 


There is a widespread belief in the 
United States that full-page advertise- 
ments about, say, Appleville being “A 
Good Place to Work—A Good Place 
to Live” will bring surveyors to the 
cornfields next to the railroad tracks. 
Like the practice of saving first-dol- 
lars-earned and throwing pennies into 
wishing wells, these full-page news- 
paper displays, community festivals, 
and parades show the uneroded core 
in our culture of belief in casting 
spells. All these colorful practices must 
be viewed as being their own reward, 
which is not to say they are virtuous. 
On the contrary, the associated feel- 
ings of buoyance and camaraderie, in- 
sofar as they bear no relation to the 
objective situation, are apt to be fol- 
lowed by a community hangover of dis- 
appointment and an aggressive search 
for imaginary villians. In the mean- 
time community action that could, in 
fact, have kept Appleville a profitable 


Theory and practice of locational 
economics as exemplified in the 
approach of five writers in the field 


location for regional industries may 
have been neglected. 

Ritual and incantation generally 
persist in the absence of knowledge, in 
this case, knowledge of the factors de- 
termining the location of industries. 
Armies of economists have been re- 
cruited and commissioned in this cen- 
tury; but they have left the spatial 
distribution of economic activities a 
relatively slighted problem. When Al- 
fred Marshall at Cambridge announced 
that locational problems “depend 
chiefly on variations in the area of 
space, and the period of time over 
which the market in question extends, 
the influence of time being more funda- 
mental than that of space,” (Principles 
of Economics, 8th ed., p. 496) most 
English-speaking economists felt justi- 
fied in doing other things. Several di- 
visions of economists marched on 
problems of income distribution, mo- 
nopoly, business cycles, international 
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trade, and some even attacked the role 
of culture and non-economic variables 
in resource allocation under such hi- 
larious rubrics as the “non-independ- 
ence of the utility function.” 

Only one full-time and one older 
part-time English-speaking platoon 
have been deployed in the area of lo- 
cational economics. Also squatting on 
the preserves are a few government 
officials and picturesque bandits that 
ambush itinerant merchants with rock- 
slides of facts in canyons of the rule- 
of-thumb. Of course, the neighboring 
forest lands of transportation theory 
have long been settled by groups pre- 
occupied by court decisions on freight 
classification and similar legal tech- 
nicalities. The climate of this neigh- 
boring land is such that visibility 
sometimes falls to three or four trees 
per inhabitant. 


Books Worth Reading 


There are five books about economic 
location that are worth reading and I 
can see no reason why you should re- 
pudiate them all. In fact, each book 
has some quality the others lack. Any 
discussion of factors influencing plant 
location can deal with specific matters, 
such as the minimum size of water 
mains and reciprocal switching agree- 
ments among railroads, or with high- 
level abstractions about price funnels, 
demand cones, and interregional equi- 
librium. The five books to be discussed 
here include both kinds of thorough- 
breds and three mongrels. They are: 


e Leonard C. Yaseen, Plant Loca- 
tion, Roslyn, N.Y.: Business Re- 
ports, Inc., 1952. 


e Melvin L. Greenhut, Plant Loca- 
tion in Theory and Practice: The 
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Economics of Space, Chapel Hill, 
N.C.: The University of North 
Carolina Press, 1956. 


e Walter Isard, Location and 
Space-Economy: A General The- 
ory Relating to Industrial Loca- 
tion, Market Areas, Land Use, 
Trade, and Urban Structure, 
New York: John Wiley and Sons 
and the Technology Press, M.I.T., 
1956. 


e August Liésch, The Economics of 
Location, William H. Woglom, 
with the assistance of Wolfgang 
Stolper, trans., New Haven: Yale 
University Press, 1954. 


e Edgar M. Hoover, The Location 
of Economic Activities, New 
York: McGraw-Hill, 1948. 


Personal Impressions and Politics 


Leonard Yaseen is a senior partner 
of the Fantus Factory Locating Serv- 
ice and, according to his publisher, 
“has literally molded the industrial 
map and shaped the destiny of hun- 
dreds of communities.” This experi- 
ence has led to familiarity with in- 
numerable specific requirements of 
factories and customary policies of 
railroads, truckers, bankers, insur- 
ance companies, tax assessors, and 
many others. The material is as- 
sembled in 145 pages that are choked 
with tables, diagrams, charts, multi- 
color maps, and photographs of Fan- 
tus-located factories. There are hints 
on suitable floor plans for assembly 
lines, a table of thunderstorms and 
windspeeds in American cities, a map 
showing federal assistance to tax 
ratios in each state, another of coal 
fields, a table of safe load-bearing 
values per square foot of various types 








68 BUSINESS TOPICS 


of soils, a description of the nine types 
of parcel post zones, and many other 
detailed matters. The general effect of 
Yaseen’s book is that of a cafeteria. 

Nevertheless, a long-suffering but 
watchful shopper can find interesting 
morsels on Yaseen’s counter. Yaseen 
believes that plants should be located 
according to “clear-cut, sound busi- 
ness principles,” but finds that busi- 
ness men, if left to themselves, locate 
according to inertia, intuition, and in- 
sufficient data. They are most apt 
to botch the locational decision 
through spineless yielding to existing 
buildings and fine sites. On the other 
hand, the location theories of econo- 
mists, while suggesting factors to be 
considered, are still “highly academic,” 
a condition that Mr. Yaseen regards 
as perhaps not totally depraved but 
clearly less praiseworthy than the 
lowly unacademic. 

In selecting a general geographic 
area for a plant, Yaseen says that 
modification of location theory accord- 
ing to the pattern of existing freight 
rates is not sufficient because ‘‘com- 
modity rates are dynamic and new 
rates can be readily established to 
meet shipper and carrier needs at new 
manufacturing locations.” Neverthe- 
less, these rates “are designed to re- 
flect the delicate balance between com- 
petitive sources....” (p. 27.) The word 
“balance” (never “equilibrium’’) is 
used rather often, though vaguely; for 
example, “the most desirable com- 
munity is the diversified community 
where industry, commerce, and serv- 
ices are well balanced” (p. 42). Am- 
plification is limited to the warning 
that manufacturing employment should 
not exceed fifty per cent of total em- 
ployment. 
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According to Yaseen, the selection 
of a particular community within a 
general region “will depend largely on 
labor in all its ramifications” (p. 39). 
An avalanche of statistics, criteria, 
and qualified rules-of-thumb follows; 
but when it comes right down to it, 
Yaseen rejects his own scientific 
abracadabra as superficial compared 
with two other factors: personal im- 
pressions and politics: 

If there is any single factor which should 
receive the greatest amount of attention, it is 
probably the experience of other manufactur- 
ers and employers. Here the investigator can 
find the true reflection of the spirit and 
nature of the community. 

... the proof of the pudding lies in the 
testimony of people who are faced with the 
day-to-day problems of the manufacturer. 
What have his experiences been while opera- 
ting in the city? (p. 44). 

Have there been many strikes, what were the 
issues, what was the reaction of local law 
enforcing agencies? How have the tax as- 
sessors treated present industry? Have zon- 
ing boards been sympathetic to the unique 
problems of industry? Are there hidden but 
powerful antagonisms and resentment to in- 


dustry that do not appear on the surface? 
(p. 98). 


No reader of Plant Location will get 
the impression that Yaseen is urging 
businessmen to study the general eco- 
nomics of location and to locate plants 
without consulting a factory locating 
service. Whether the do-it-himself 
businessman can find practical rele- 
vance in the general theories is in- 
deed doubtful. No general theorist 
can give locational advice without a 
detailed understanding of the industry 
and market of a proposed plant. A 
consultant must know the specific 
types of materials and services re- 
quired and their sources, the geo- 
graphical extent of the market with 
respect to actual competitors, elas- 
ticities of demand, pricing policies of 
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relevant firms, and many other spe- 
cific facts. But given all these facts, 
do general theorists now at large pro- 
vide an accurate and _ labor-saving 
method of processing the data into a 
decision? No one claims they do. The 
general theories, to be discussed be- 
low, can prevent the overlooking of 
factors whose role and repercussions 
are not immediately apparent from the 
raw data, but all factors cannot (yet?) 
be incorporated into an operational 
theory. Exclusive reliance on what 
incomplete theories are available nec- 
essarily means decisions distorted 
from optimum longrun profitability. 
But who knows whether as many loca- 
tional freaks would result as from 
ignorance of theory? 


Clarity and Integration 


According to his preface, integra- 
tion of theory with practice was Mel- 
vin L. Greenhut’s primary purpose in 
writing Plant Location in Theory and 
in Practice. In the first seven chap- 
ters Greenhut reviews and develops 
general theories of economic location. 
Parts of these chapters are hard going 
for anyone rusty on undergraduate 
price theory, meaning geometric an- 
alyses of partial equilibrium with 
marginal cost and revenue curves. All 
of this is summarized in plain Eng- 
lish however, in chapter eleven; and 
Greenhut points out that this chapter 
may serve as an introductory one. 
Chapter eleven does convey a sugges- 
tive general impression of location 
theory, but on several points the dis- 
cussion is incomplete and therefore by 
itself not wholly intelligible. 

Greenhut’s main conclusions are 
(pp. 268-69) : 


1. When firms sell to a given buying point, 
they seek the least-cost location in reference 
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to this consumption center and ignore the 
locations of rivals in their plant sites. 

2. When firms sell over a market area, 
their site-selections are influenced greatly by 
the location of rivals. 

8. In selecting a plant site each firm seeks 
that place which offers the optimum sales 
output at a cost that cannot be matched else- 
where. 

4. When firms sell over a market area the 
force of concentration is greater in the event 
of unequal costs at alternative locations than 
in the case of equal costs at all sites. 

5. When firms sell over a market area, the 
tendency to disperse depends upon the height 
of freight cost, the elasticity of the demand 
function, the characteristics (slopes) of the 
marginal costs, the degree of competition in 
location, the degree of competition from sub- 
stitutable products at the various locations, 
and the homogeneity or heterogeneity of the 
firms belonging to the industry. 


Greenhut hastens to admit that 
these five tendencies can be distorted 
by such market imperfections as time 
of delivery, personal contacts, custom 
and various types of discriminatory 
pricing. The five tendencies derived 
from general theory are therefore con- 
verted to a grand list of factors to be 
considered in -practice, primarily by 
adding “certain man-made (institu- 
tional) forces” to the “underlying 
forces,” as follows (pp. 279-281) : 


A. Demand factors. 

1. The shape of the demand curve for 
a given product. 

2. The location of competitors, which 
in turn partially determines: 

a. the magnitude of demand, 
b. the cross-elasticity of demand at 
different places. 

3. The significance of proximity, type 
of service, and speed of service; 
prejudices of consumers. 

4. The relationship between personal 
contacts and sales. 

5. The extent of the market area, 
which itself is partially determined 
by cost factors and pricing policies. 

6. The competitiveness of the industry 
in location and price; certainty and 
uncertainty. 








BUSINESS TOPICS Winter 


B. Cost factors. 


1. The cost of land, which includes 

a. the rent of land; 

b. the tax on land; 

ce. the availability of capital, which 
partially depends upon 
(1) the banking facilities and 

financial resources, 
(2) personal contacts; 

d. the cost of capital, which is also 
partially dependent upon 
(1) the banking facilities and 

financial resources, 
(2) the type of climate; 
e. the insurance rates at different 
sites, which in turn partially 
depend upon 
(1) the banking facilities and 
financial resources, 

(2) the police and fire protec- 
tion, 

(3) the type of climate; 

f. the cost of fuel and power, 
which is partially dependent 
upon 
(1) natural resources, 

(2) topography, 
(3) climate. 
2. The cost of labor and management, 
which is influenced by 

a. the health of the community, the 
park and education facilities, 
housing facilities, wage differ- 
ences, etc., 

b. state laws. 


3. The cost of materials and equip- 
ment, which is partially determined 
by 
a. the location of competitors (sell- 

ers and buyers), 

b. the price system in the supply 
area (f.o.b. mill,: equalizing or 
other forms of discriminatory 
delivered prices), 

ce. the extent of the supply area, 
which in turn is partially de- 
pendent upon 
(1) personal contacts, 

(2) price policy. 

4. The cost of transportation, which is 
partially determined by 
a. the topography, 

b. the transport facilities, 

ce. the characteristics of the prod- 
uct. 


Purely personal factors: the extent to 
which the minimax principle outweighs 
the quest for maximum profits. 


a. the importance of psychic income 
(size of plant), 

b. environmental preferences, 

c. the security motive. 


An interesting part of Greenhut’s 
book is his empirical study of eight 
new plants which differ from new 
plants studied in other books in be- 
longing to small rather than large 
firms. In the location selected by five 
of these, according to Greenhut’s in- 
terpretation of responses made in in- 
terviews, personal factors were the 
governing consideration. Personal 
contacts with buyers or sellers en- 
hanced the profitability of the given 
location in three cases, and in two 
others the considerations which pre- 
vented location hundreds of miles 
away were purely personal, that is, 
love of associates and boyhood sur- 
roundings. Greenhut did not merely 
accept his subjects’ words but tested 
answers with location theory and 
census data. Nevertheless, this sec- 
tion is remarkably free of jargon and 
readily intelligible to anyone. 

Could it even be that this clarity re- 
flects unfavorably on the value of 
location theory? Perhaps one should 
recall that newspapers are readily in- 
telligible to historical illiterates, but 
that hardly means acquaintance with 
history adds nothing to understanding 
transitory events. 


Scholarship and Non-Empiricism 


The general reader and his cousin, 
the intelligent layman, should prob- 
ably be excused if they label Walter 
Isard’s Location and Space-Economy 
out-of-bounds. Except for the second 
chapter, which evaluates regularities 
of spatial distribution that have been 
measured by others, Isard’s book is 
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non-empirical, with actual places and 
events not even mentioned as illustra- 
tions. Historical reality is erased, 
assumptions are substituted and occa- 
sionally relaxed, and tendencies to- 
ward general equilibrium are an- 
alyzed. Isard commits all this in “full 
recognition of the deficiencies and 
non-operational character” of the re- 
sults, hoping nevertheless to have de- 
veloped “a superior set of tools and 
conceptual framework” for later theo- 
retical and empirical work (p. 23). 
For those not yet awestruck by page 
220, there is a thirty-page mathemat- 
ical formulation of the equilibrium 
conditions, using the calculus. 

Still, Isard’s book in many respects 
compares favorably with that of Green- 
hut. His review of the literature is 
subtler, more widely informed and 
authoritative, and yet clearer and 
more readable. His use of general, 
rather than partial, equilibrium theory 
does not make the book harder to fol- 
low than the theoretical sections of 
Greenhut, and insofar as it is more 
difficult, it is also more concise and 
somewhat less tedious. Finally, Isard 
presents a series of maps of hypothet- 
ical spatial arrangements which read- 
ers who otherwise sneer at economic 
geometry may well find provocative. 
But if the general reader likes to keep 
his disinterest in general equilibrium, 
he need not feel apologetic toward 
Isard. After all, has Isard shown any 
interest in the general reader’s con- 
cern for his neighborhood and region’s 
future? No, his book is a scholarly 
work written for other scholars to 
whom only the purest cerebral prob- 
lems have sufficient elegance to merit 
attention. Until Isard cares more for 
the hodgepodge of space we actually 
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live in, perhaps in a promised second 
volume, let’s not give him more space 
than these two paragraphs. 


Practice and Philosophy 


For those who like theory without 
much compromise in rigorous analysis 
but with practical application and phil- 
osophical implication, August Lésch’s 
The Economics of Location may be 
the book. Lésch wields equations and 
diagrams with competence and yet in- 
dulges in frank expressions of per- 
sonal philosophy and even speculates 
on dilemmas of two-by-four policy. 
Writing in seclusion, ill, and in official 
disfavor during the Third Reich, Lésch 
was unembarrassed by the scholarly 
pooh-poohs that his lapses from rigor 
might some day call forth. He is thus 
in the tradition of Adam Smith, who 
had only general readers, and Alfred 
Marshall, who tried hard not to shut 
them out. Or perhaps he assumed that 
scholars are themselves general read- 
ers and, under favorable conditions, 
citizens and perhaps even missionaries. 
Why else would he write such passages 
as the following? 

A good mayor is proud of the government of 
his city, not of its growth (p. 332). 

Not in explaining that which has grown, but 
where man is himself the creator, lies the real 
sphere of applicability for the laws of nature 
and of economics that he has discovered 
(p. 359). 

It would be dangerous to conclude that what 
is must also be rational. ... No! The real 
duty of the economist is not to explain our 
sorry reality, but to improve it. The question 
of the best location is far more dignified 
than determination of the actual one (p. 4). 
It is not true that man must supply the world 
with an organizing principle! It already 
exists, though in human relations it func- 
tions automatically just as little as man acts 
morally of himself. . . . As to economic equi- 
librium this means that in order to guide his 


activities he needs insight into the conditions 
of this equilibrium. This is especially true 
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for the lawmaker, since all others are bound 
by his precepts even though unable to per- 
ceive their rationality. What matters is that 
statesmen shall act correctly; the comforting 
assurance that all will come right of itself 
is no longer granted us. Actually they need 
plan little, but it is essential that this little 
be planned with economic insight (p. 93). 


Every choice naturally gives the impression 
that the greater utility has been selected. But 
why, then, is there so often pain at having 
to forego one possibility after another prefer- 
able one has been chosen? We should not feel 
this distress if the case were merely one of 
deciding between two and four units of 
utility, as between coins (p. 225). 


If everything occurred at the same time there 
would be no development. If everything 
existed in the same place there would be no 
particularity. Only space makes possible the 
particular, which then unfolds in time (p. 
508). 


When the English translation of 
Lisch’s book appeared, a reviewer 
placed it in a class with Keynes’ Gen- 
eral Theory: a book with a few novel 
ideas that appear utterly simple once 
popularized, yet loaded with signifi- 
cant, but not obvious, consequences. 
(Stefan Valavanis, “Lésch on Loca- 
tion,” American Economic Review, 
September, 1955, p. 637). Isard calls it 
“monumental” (p. 43), but then dis- 
covers “severe limitations,” “anemia” 
and “inconsistencies” (pp. 48, 49, 
271). As might be expected, critics of 
Lésch have rushed past the hundreds 
of pages intended for the general 
reader and have swooped down on his 
most novel contribution. This is the 
idea, presented with simple equations 
and hypothetical maps, that any given 
economic activity would be most prof- 
itably arranged on a perfectly homo- 
geneous plain in a honeycomb of regu- 
lar hexagons. In accordance with 
transportation costs and economies of 
scale, the hexagons would vary in size 
for different industries. If the differ- 
ent nets of hexagons have one point 
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in common, the metropolis, they can 
be rotated about this point to create a 
cogwheel pattern of heavily and lightly 
industrialized regions, which is also 
the most economical arrangement of 
industry in space. Thus regional, as 
well as urban, concentration of indus- 
try does not depend on accidents of 
history and geography, but is rational. 
Greenhut and Isard both criticise 
this model for not being sufficiently 
general to explain all rational loca- 
tional decisions that have actually 
been made. Greenhut first calls 
Lésch’s theory “clearly inadequate” 
(pp. 263-64) because the surface of 
the earth is not, in fact, homogeneous, 
a comment which does not merit fur- 
ther comment. Greenhut’s other point 
is that strategy under conditions of 
uncertainty may lead to locational 
choices by firms that result in other 
than separate hexagonal markets (pp. 
269-70). He scolds Lésch for assuming 
either central planning (which is vile) 
or perfect knowledge (which is not 
granted to mortals). In other words, 
Greenhut believes that Lésch should 
have explained “our sorry reality” in- 
stead of pig-headedly doing the re- 
verse and contriving an equilibrium 
that is optimum but not automatic. 
Isard grants Lésch his assump- 
tions and concentrates on _ internal 
difficulties of the model. For ex- 
ample, he wonders about the consist- 
ency of postulating a uniform density 
of the consuming population in the 
face of regional concentration of in- 
dustry (p. 271). He believes that ad- 
ditional equations should have been 
added to the model involving the op- 
timal location of consumption and that 
commodity and factor markets should 
have been interrelated via utility and 
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production functions to produce a true 
general equilibrium system (p. 48). 
All of this is legitimate, but finally 
Isard. (of all people!) in a footnote 
twits Lisch for lack of realism: 

The extreme difficulty met in working with 
hexagonal forms only and as a consequence, 
the need to reshuffle constantly the sites of 
production ... strongly suggest that the 
hexagon is a pure concept much as is perfect 
competition. The hexagon loses much of its 
significance as a spatial form once agglome- 
ration forces are admitted and, as a logical 
outcome, inequalities in population distribu- 
tion recognized. In general, non-hexagonal 
forms are more consistent with the full inter- 
play of location forces (p. 274, n. 17). 

But when it comes to realism, it was 
Lésch who addressed himself to many 
issues other than general equilibrium 
and who tried to illustrate his points 
with statistics and maps. A large pro- 
portion of this empirical material is 
of American regions, both because of 
the availability of data and because 
historical and political factors were 
less important than in Europe in de- 
termining economic location. 


Exploration and Public Policy 


But what about Hoover? There is 
no equation until the last page of the 
appendix. A few geometric demon- 
strations, of course, but also numerous 
maps of land use, market areas, con- 
centration or dispersion of industry, 
and transportation networks. 

Still location theory is covered well 
by Hoover, one factor at a time, and 
excursions into the logical labyrinth 
of reciprocal interactions are few, 
especially when the practical value 
appears doubtful. His analysis never- 
theless explores transfer and proces- 
sing costs at various locations thor- 
oughly. However, the monopolistic ad- 
vantages which a shrewd location may 
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enhance are slighted. Given the “en- 
lightenment and inspiration” which 
Hoover claims to have drawn from 
Lésch (p. v), this neglect is surprising. 
Perhaps the topic of monopolistic con- 
trol in one’s immediate proximity was 
not fully treated because doing so 
without mathematics is difficult and 
because good illustrative empirical ma- 
terial was not available. But how 
many businessmen ignore the possi- 
bilities for enhancing profits in this 
manner? 

Hoover does not press his analysis to 
a general equilibrium theory because 
of a self-imposed restriction on tech- 
nique of demonstration and because 
he recognizes that “the world is full of 
change, necessitating a constant re- 
adjustment of patterns... and 
many practical problems .. . due to 
difficulties and conflicts of interest in 
the process of adjustment” (p. 145). 
Halfway through the book he there- 
fore drops the static assumptions, and 
considers the role of business cycles, 
trends in population, resource exhaus- 
tion, and technological change on in- 
dustrial location. Not only new 
growth but locational pathology, lag- 
ging and stranded areas, and urban 
blight, are considered. There is a dis- 
cussion of political boundaries which 
relies heavily on Lésch, and this is fol- 
lowed by five concluding chapters on 
public policy. In general, these policies 
are viewed in terms of their long-run 
effects and are considered justified if 
they promote flexibility in the economy 
yielding benefits greater than costs. 
Among the issues discussed are land 
use, trade barriers, subsidized emigra- 
tion, stability through diversification, 
and national security, all in a pro-and- 
con manner. Greenhut considers 








v4 BUSINESS TOPICS 


Hoover’s analysis “penetrating” and 
“well-developed” in places (p. 19), and 
Isard has a polite footnote which con- 
cludes, “From the standpoint of bal- 
ance and sound judgment Hoover’s 
writings are the best” (p. 30, n. 21). 


Conclusion 


That’s all I have to say about the 
five, and all I’ll let them say about 
each other to maintain decorum. We 
economists are proud of the way com- 
petitive capitalism has forged indus- 
trial capacity for society and of the 
delicacy with which markets pace a 
galaxy of activities. But we prefer to 
see the results on paper or inside our 
homes and offices than through the 
window on land. For down the street 
are billboards, smoggy congestion, 
soot, clutter, tawdry gasoline stations, 
used car lots, and, on the other side of 
town, slums. 
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Lésch, who was indulgent toward 
planners, wrote, “the actual economy 
attempts after its fashion to solve the 
equations for location by continuous 
trial and error, and thus is able to take 
into account much more completely the 
interdependence of all factors” (p. 
352). No one disagreed more strongly 
with this position than A. C. Pigou, 
who for decades attacked Keynesian 
policy-makers and trade unionists be- 
cause they seemed to impair the func- 
tioning of national competitive mar- 
kets: 

It igs as idle to expect a well-planned town to 
result from the independent activities of iso- 
lated speculators as it would be to expect a 
satisfactory picture to result if each separate 
square inch were painted by an independent 
artist. No “invisible hand” can be relied on 
to produce a good arrangement of the whole 
from a combination of separate treatments of 
the parts. It is therefore necessary that an 
authority of wider reach should intervene and 
should tackle the collective problems of 
beauty, of air and of light, as those other 
collective problems of gas and water have 


been tackled. (The Economics of Welfare, 
London, 193838, ed. p. 195.) 
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Company and Community 


Much has been written recently about 
the necessity of good public relations 
for a successful business organization. 
Most of these public relations activities 
have been aimed at the consumers and 
stockholders of the company, while all 
too little attention has been given to 
what might well be considered the pri- 
mary public of the business organiza- 





1. Wayne Hodges, Company and Community, 
New York: Harper and Bros., 1958. 


tion: the community in which it is 
located. Though some attention has 
been given to parts of this public 
(especially the workers, through their 
unions) very little has been done in 
the way of studying an overall inte- 
grated community relations program. 
Company and Community, by Profes- 
sor Wayne Hodges of Cornell’s School 
of Industrial and Labor Relations, is 
an attempt to satisfy this need.! 

The book is designed primarily for 
industrial executives and other practi- 
tioners of community relations. The 
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author has attempted to select the com- 
munity relations problem areas which, 
in his opinion, are of greatest concern 
to both company managements and 
industrial communities: financial con- 
tributions in the community, public 
school relations, air and water pollu- 
tion, labor relations, and attraction of 
new industry. The book is, in effect, 
an empirical study of company-com- 
munity relations in the Syracuse, New 
York area; it draws heavily on the 
experiences of the General Electric 
plant in that city. 

The first three problem areas dis- 
cussed, company contributions to and 
participation in organized charity 
campaigns, air and water pollution 
and industry-school relations (the 
last dealing more specifically with in- 
dustry participation in the solution of 
vocational education problems), al- 
though limited in scope, are perhaps 
representative of the types of prob- 
lems commonly faced by companies 
in industrial towns. 

The last two chapters deal with 
strikes and community relations, and 
plant sites and plant communities. 
The analysis of the effect of a strike 
on community relations is a detailed 
study of the 1953 strike of the I.U.E. 
against General Electric. During this 
strike General Electric took extensive 
advertising space in local papers with 
the hope of winning community sup- 
port for the company and causing a 
split between workers and union lead- 
ership. Hodges analyzes the effect of 
this publicity on the workers and the 
community in general. While the posi- 
tive effect (from the company’s stand- 
point) of the publicity on the workers 
is evident, Professor Hodges is unable 
to show that the publicity generated 
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any community pressures toward set- 
tlement of the dispute. In fact, his 
analysis seems to indicate that a com- 
munity reacts to a strike only if it is 
hurt economically by it or if it is out- 
raged by some violent act. 

Discussion of the sociological-psy- 
chological aspects of plant location be- 
gins with the warning that commu- 
nity relations men may “hypnotize 
themselves with the phrase ‘Better 
Business Climate’ into believing that 
the physical and economic aspects of 
factory sites no longer are very im- 
portant.” The author then goes on to 
discuss some of the non-economic as- 
pects of plant location. In the course 
of this discussion his enthusiasm seems 
to lead him to fail to heed his own 
warning. He analyzes the methods by 
which various companies appraise 
“non-economic” business climate while 
never recalling that these considera- 
tions are, at most, of secondary impor- 
tance in plant location decisions. While 
it may be true that “progress and in- 
novation will make industrial geogra- 
phy more flexible,” economic consider- 
ations will continue to predominate. 
To the extent that progress equalizes 
economic attractiveness, business cli- 
mate will pay a greater role. 

In spite of the shortcomings previ- 
ously mentioned, I would recommend 
this book to those interested in the 
field of community development. It is 
non-technical and well written and 
provides valuable insights into the 
problems involved in company-commu- 
nity relations. 


David G. Greene 

Assistant Instructor, 
Department of Economics and 
the Institute for Community 
Development and Services 
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The Economy, Liberty and the State 


One of the most challenging prob- 
lems in contemporary political econo- 
my — a discipline not sufficiently 
recognized or cultivated in American 
academic life—is the comparative study 
of different economic and political sys- 
tems, with emphasis on the relationship 
between economic achievements and 
the liberty afforded to individuals and 
groups. Such study, if it is to be mean- 
ingful, must combine careful, syste- 
matic scholarship with judicious de- 
tachment and the ability to develop 
empathy with different cultures and 
political-economic systems. Most im- 
portant, systematic comparison of dif- 
ferent social institutions calls for in- 
timate acquaintance with the concepts 
and insights of economics and political 
science. There is a wealth of fascinat- 
ing questions that can be asked in con- 
nection with such studies. 

The book under review,'! which the 
author tells us is the capstone of his 
career, purports to deal with problems 
of this nature, but does not make any 
substantial contribution toward an- 
swering them. In effect, the book is a 
pompous and tedious editorial of more 
than four hundred pages, devoted to 
the hackneyed thesis that private 
enterprise is “a good thing” and that 
governmental control over the national 
economy is bad. This opinion can 
doubtless be supported by a wealth of 
good arguments. But they would have 
to be better than the rambling and 
superficial musings in the volume 
under review. _ 





1. The Economy, Liberty, and the State. 
Calvin B. Hoover. New York: The Twentieth 
Century Fund, 1959. 
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Professor Hoover’s basic thesis is 
that classical capitalism — he cannot 
apparently make up his mind whether 
or not it ever existed—is most con- 
ducive to the flourishing of liberty, 
while the “extension of the power of 
the state” (whatever that means) is 
a threat to liberty. Any serious scholar- 
ly work would at the outset have sought 
to define such terms as liberty, state, 
and power. But the author, ignorant 
of the fact that these terms are vague 
and controversial, has not done this. 
Moreover, any author so nostalgic for 
pure, old-fashioned capitalism as de- 
scribed by Adam Smith and other 
“classical” economists will have to 
make perfectly clear how closely he 
thinks the Adam Smithian model con- 
forms to any actual economic system of 
the past. 

The more important statements in 
this book are as vague as they are su- 
perficial. Many of them blandly dodge 
the most ticklish intellectual issues. 
Others are most bold in generalizing on 
all and sundry matters, including even 
the subconscious of the Soviet popula- 
tion (p. 102) without being supported 
by either argument or evidence. The 
wisdom of hindsight is used with great 
abandon; and many important points 
are weighed by the grossest bias. Ex- 
amples are too numerous to be adduced. 

These biases, in turn, are based on 
naive beliefs and preconceptions which 
few scholars take seriously, but which 
he presents as golden truths, without 
examining their validity. For instance, 
Mr. Hoover blandly ascribes selfish- 
ness to public officials, and public 
spirit to corporate managers (p. 342), 
so that he can state that the threat of 
irresponsibility rises only when in- 
dustry is nationalized (p. 344). He 
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repeats the old chestnut that the dan- 
ger to liberty lies in the power of the 
executive, apparently unaware either 
of the incidence of legislative tyranny 
or of the inextricable mesh that makes 
it impossible to distinguish between 
the Executive and the Legislative 
branch. 

Hoover’s descriptions either of cap- 
italism or of the other systems that 
he has considered are grossly inade- 
quate. He appears to see only one major 
difference between a laissez-faire econ- 
omy and socialism, namely, the in- 
equality of reward under the former, 
the proportion of the gross national 
product withheld from the consumers 
or from investment by either the cap- 
italist or the “state.” This completely 
overlooks the fact that a socialist econ- 
omy functions differently and is able 
and unable to accomplish different 
tasks. As for capitalism, its ability to 
perform adequately is hardly exam- 
ined. 

Although Mr. Hoover has studied the 
Soviet system for many years, he shows 
little familiarity with the literature of 
the last ten or fifteen years dealing 
with Soviet society. A number of basic 
works on the functioning of the eco- 
nomic system, including macro- as well 
as micro-economic studies, are not men- 
tioned even in the bibliography. His 
essay on the Nazi system would earn 
some undergraduate an “A,” but is so 
unsystematic and superficial that it 
has no place in a scholarly contribution. 

For these reasons, Professor Hoover 
seems unable to understand the succes- 
ses and failures of the systems he ex- 
amines. The successes of the Soviet 
economy are seen as a miracle which 
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“almost passes human understanding” 
(p. 83). Conversely, classical capital- 
ism is seen as a nearly perfect system. 
Why crises “at times” occur is not ex- 
plained. 

At the end, Mr. Hoover launches an 
astonishing tirade against “the intel- 
ligentsia of the West” (which pre- 
sumably does not include him), whom 
earlier in the book he had already 
scored with insufficient qualifications 
for having supported communism (pp. 
121-122). His argument runs about as 
follows: The greatest danger to liberty 
lies in the fact that the intellectuals do 
not support capitalism. He adduces 
weird arguments to explain this al- 
leged treason of the intellectuals. Some 
of these arguments lead him onto thin 
ice; for instance his complaint that it 
is difficult to convince intellectuals that 
capitalism, old-style or new, functions 
in the public interest. Since he assumes 
however, that it does, why does he not 
try to convince the intellectuals? He 
further hints that intellectuals prefer 
Soviet Russia to the United States be- 
cause they find “authority, prestige, 
and a privileged standard of living 
more than adequate substitution for 
general liberty.” Most fantastically, he 
hints that public opinion in the United 
States is hostile to capitalism because 
the media of communications are heav- 
ily influenced by intellectuals opposing 
our social system. (pp. 389-390) 

The book, published under the aus- 
pices of a well-regarded foundation, 
offers nothing of value either to the 
academic world or to the lay reader. 

Alfred G. Meyer 
Associate Professor 
of Political Science 
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